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Testimony. 

Mr,  J.  Kruttschnitt,  President  Southern  Pacific  Co. 

Before  Senate  Committee  on  Interstate   Commerce,  January 

22,  1919. 

Mr.  Kruttschnitt.  My  name  is  J.  Kruttschnitt ;  address, 
165  Broadway,  New  York  City;  and  I  am  president  and  chair- 
man of  the  executive  committee  of  the  Southern  Pacific  Co. 

I  have  reduced  to  a  memorandum  what  I  have  to  say,  Mr. 
Chairman.  It  is  not  long,  and,  with  your  permission,  I  will  pro- 
ceed to  read  it. 

The  Chairman.  Mr.  Kruttschnitt,  would  you  prefer  pro- 
ceeding without  interruption  with  your  memorandum,  and  then 
to  have  what  questions  the  committee  may  desire  to  ask  you  asked 
after  you  have  finished? 

Mr.  Kruttschnitt.  If  it  is  agreeable  to  the  committee,  I 
would  like  to  be  allowed  to  read  it  without  interruption. 

The  Chairman.    All  right,  sir. 

Mr.  Kruttschnitt.  Then  I  will  try  to  answer  whatever 
questions  may  be  put  to  me. 

Inasmuch  as  the  railroads  under  private  management  stand 
charged  with  having  broken  down  and  failed  to  render  the  public 
service  expected  of  them,  and  with  being  in  a  deplorable  con- 
dition, lacking  both  in  equipment  and  terminals  at  the  end  of 
1917,  when  they  passed  into  the  hands  of  the  Government,  I 
desire  to  place  information  before  the  committee  that  will  test 
the  correctness  of  these  assertions,  and  to  present  additional  facts 
that  will  convince  them,  I  hope,  of  the  ability  of  the  owners  of 
the  properties  to  serve  far  more  efficiently  than  they  have  ever 
been  able  to  do  in  the  past,  if  afforded  the  reasonable  assistance 
that  Congress  alone  can  give.  Profiting  by  experience  acquired 
under  both  private  and  Government  operation,  the  carriers 
earnestly  desire  to  provide  a  better  system  of  operation  by  com- 
bining the  initiative  and  beneficial  features  of  competition  in- 
herent in  private  ownership  with  the  benefits  developed  during 
operation  by  the  Government  unhampered  by  legal  restrictions. 


Private  Operation  Did  Not  Break  Down. 

In  denying  that  private  operation  failed  or  broke  down  I 
respectfully  ask  permission  to  show  wherein  it  did  neither  the 
one  nor  the  other,  and  how  with  a  plant  provided  by  private 
owners  it  gave  service  that  has  never  been  equaled  in  the  history 
of  transportation,  and  that  with  legislation  permitting  practices 
heretofore  prohibited  it  can  and  will,  by  combining  the  good  and 
eliminating  the  bad  features  of  both  Federal  and  private  oper- 
ation, give  a  service  better  than  any  that  has  ever  been  given  in 
the  past. 

It  has  been  frequently  stated  that  the  railroads  of  the  coun- 
try were  in  a  very  bad  condition  on  January  1,  1918,  when  they 
were  taken  over  by  the  Government.  In  a  dispatch  from  Wash- 
ington in  the  New  York  Sun  of  December  20,  the  Director  Gen- 
eral is  quoted  as  saying  that  existing  rates  were  instituted  to  pay 
"the  heavy  cost  of  reviving  the  roads  from  the  paralysis  that 
seized  them  when  the  Government  took  control,"  and  also  "they 
were  admittedly  run  down  and  huge  sums  were  necessary  to  get 
them  into  efficient  operation,"  and  in  his  statement  before  the 
Senate  Committee  he  says,  at  page  1,  "There  was  inadequacy  of 
terminal  facilities."  "In  the  fall  of  1917,  despite  strenuous 
efforts,  and  yet  under  a  larger  degree  of  co-ordination  than  had 
ever  before  been  attempted,  to  prevent  such  a  situation,  a  paraly- 
sis of  the  transportation  situation  again  occurred." 

The  Interstate  Commerce  Commission's  report  of  December 
1,  1916,  was  quoted  to  show  how  bad  transportation  conditions 
were  in  that  year.  As  a  result  of  unified  private  control  the  com- 
mission's condemnation  of  1916  is  changed  to  commendation 
one  year  later. 

In  its  report  of  December  1,  1917,  the  Interstate  Commerce 
Commission  says : 

Equipment  has  been  taken  from  sections  where  it  was  less  needed 
to  other  sections,  where  military  and  commercial  needs  required 
more  equipment  than  there  was  available,  and  such  stupendous  move- 
ments as  those  of  the  cantonment  construction  material  and  the 
troop  transfers  have  been  made  without  seriously  interfering  with 
the  commercial  business  of  the  country.  While  conditions  have  been 
extraordinary,  and  while  traffic  has  not  always  moved  as  carriers 
and  shippers  would  have  had  it  moved,  the  essential  needs  of  the 
country  have  to  date  been  cared  for. 


Opinions  as  to  Efficiency  of  Railroads  Under  Private  Management. 

The  Secretary  of  War,  in  an  interview  published  in  the  New 
York  Herald  of  September  24,  1917,  said: 

Commenting  on  the  work  done  by  the  railroads  in  connection  with 
the  mobolization,  Mr.  Baker  said  figures  now  available  show  that 
since  early  in  August,  when  large  troop  movements  began,  the  roads 
have  transported  502,000  soldiers  to  various  points  without  any 
serious  derangements  of  their  regular  passenger  schedules,  and  at 
the  same  time  have  absorbed  an  enormous  additional  freight  traffic 
brought  on  by  war  conditions.  "This  strikingly  illustrates,"  he 
"  added,  "the  patriotic  co-operation  of  American  railroads  with  the 
'  Government,  and  also  the  tremendously  capacity  of  American 
railways." 

The  Quartermaster  General  somewhat  later  in  the  year  refers 
to  the  service  of  the  railroads  thus : 

One  million  troops  have  been  mobilized  without  the  slightest 
disturbance  to  commercial  traffic,  and  if  the  public  knew  what  the 
railroads  have  done,  the  self-secrifice,  the  long  hours  the  various 
'        heads  of  the  roads  have  put  in,  there  would  be  no  criticism. 

Between  the  date  of  the  Secretary's  interviev*'  and  the  end 
of  the  year  1,550,000  more  troops  were  moved,  making  the  total 
2,052.418. 

At  about  the  same  time  Col.  I.  W.  Littell,  in  charge  of  the 
construction  of  cantonments,  said : 

~  In  the  construction  of  the  cantonments  to  date  50,000  carloads 

of  material  have  been  transported  and  been  delivered  at  tlie  sites— 
an  enormous  tax  on  the  already  overburdened  railroads  of  the 
country.  The  railroads,  hov/ever,  have  given  splendid  service.  All 
Government  orders  have  been  given  precedence  and  the  lumber  and 
~  other  supplies  needed  have  been  rushed  to  the  cantonments  in  record 
time. 

The  Secretary  of  War  in  his  annual  report  for  1917,  speak- 
ing of  the  American  Railway  Association  committee,  tinder  which 
the  operation  of  the  railroads  was  unified,  said : 

The  co-operation  between  this  committee  and  the  department 
has  been  most  cordial  and  effective,  and  but  for  some  such  arrange- 
ment the  great  transportation  problem  would  have  been  insoluble. 
I  am  happy,  therefore,  to  join  the  Quartermaster  General  in  point- 
ing out  the  extraordinary  service  rendered  by  the  transportation 
agencies  of  the  country. 

The  Quartermaster  General  in  his  annual  report  for  1917 
said : 

The  railroads  of  the  country  are  operated  practically  as  one 
continental  system,  with  the  result  that  the  congestion  that  would 
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have  been  intolerable  without  such  an  organization  has  been  in 
every  case  ameliorated  and  in  many  cases  completely  removed. 
*  *  *  It  (Railroads's  War  Board)  has  extended  to  the  distribu- 
tion of  power  between  the  railroads,  the  adjustment  of  passenger- 
train  service  in  accordance  with  national  requirements,  has  furnished 
personnel  and  material  for  rehabilitation  of  the  railways  in  France, 
has  aided  in  every  way  possible  in  the  great  national  endeavor, 
which  has  now  become  the  duty  of  every  citizen  of  the  country. 

The  National  Association  of  Railway  Commissioners,  in  a 
report  in  1917  of  a  special  committee  on  public  ownership  and 
operation  as  contrasted  with  private  ownership  and  operation  of 
public  utilities,  said  as  to  unified  operation  of  United  States  rail- 
roads : 

It  must  be  remembered  that  it  is  the  executive  heads  of  the 
railroads  who  thus  realize  that  the  highest  national  transportation 
etificiency  can  be  given  only  through  the  united  operation  of  a 
continental  railway  system.  *  *  *  jj^g  action  of  the  Railroads' 
War  Board  is  undoubtedly  effective  and  therefore  desirable.  *  *  ♦ 
There  is  no  reason  to  believe  that  the  new  system,  once  its  need 
and  efficiency  are  established,  will  be  abolished,  and  if  it  is  an 
improvement  over  existing  instrumentalities  it  should  not  be 
abolished. 

The  President  of  the  United  States,  in  his  message  to  Con- 
gress on  January  4,  1918,  explained  why  he  took  over  the  rail- 
roads : 

It  has  not  been  because  of  any  dereliction  or  failure  on  their 
part,  but  only  because  there  were  some  things  which  the  Government 
can  do  and  private  management  can  not.  *  ♦  *  The  common 
administration  will  be  carried  on  with  as  little  disturbance  of  the 
present  operating  organization  and  personnel  of  the  railways  as 
possible.  Nothing  will  be  altered  or  disturbed  which  it  is  not 
necessary  to  disturb. 

In  his  proclamation  of  December  26,  1917,  he  referred  to  the 
railway  executives  thus : 

They  have  done  the  utmost  that  it  was  possible  for  them  to  do ; 
have  done  it  with  patriotic  zeal  and  with  great  ability ;  but  there 
were  difficulties  that  they  could  neither  escape  nor  neutralize. 

The  difficulties  that  could  neither  be  escaped  nor  neutralized 
were  well  understood  at  the  time  to  be  impending  demands  for 
increased  wages  to  put  railroad  labor  on  a  parity  with  labor  in 
other  industries  and  the  necessity  for  financial  help  required  by 
many  of  the  railroads.    Indeed,  these  were  the  reasons  that  the 
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President  gave  to  the  members  of  the  railroads'  war  board  in 
person  a  few  days  before  he  issued  his  proclamation. 

Nowhere  in  these  utterances  of  officers  of  the  Federal  ad- 
ministration from  the  President  down  is  there  any  suggestion 
that  the  railroads  were  run  down,  or  were  in  condition  to  merit 
condemnation  either  of  their  condition,  their  methods,  or  of  the 
officers  who  operated  them. 

The  report  of  the  Council  of  National  Defense  to  the  Secre- 
tary of  War  for  the  year  ended  June  30,  1918,  quotes  some  of 
the  same  authorities  as  we  do,  and  also  explains  why  the  Pres- 
ident took  over  the  railroads. 

The  latest  statistics  of  Government  operation  available  to  us 
when  this  memorandum  was  prepared  covered  the  nine  months 
ending  September  30,  1918.  This  period  began  on  January  1, 
1918,  which  marked  the  end  of  nine  months  of  unified  private 
control  and  management  and  the  beginning  of  nine  months  of 
Government  management. 

The  percentage  of  freight  cars  in  shop  or  awaiting  shopping 
was  the  same  in  both  years. 

The  percentage  of  freight  locomotives  in  shop  or  awaiting 
shipping  was  13.8  in  1917  and  14.9  in  1918. 

The  Director  General  claims  to  have  stored,  ready  for  winter 
service,  1,189  locomotives,  while  one  year  ago  there  was  not  one 
in  storage. 

At  the  close  of  1917  there  remained  undelivered  3,400  loco- 
motives and  33,000  freight  cars  ordered  by  the  carriers,  many  of 
which  were  for  the  eastern  trunk  lines,  on  which  freight  con- 
gestion was  most  severe.  This  shortage  was  not  unexpected, 
because  shortly  after  the  declaration  of  war  we  were  informed 
that  the  Council  of  National  Defense  found  it  necessary  to  direct 
builders  to  give  precedence  to  locomotives  for  Great  Britain, 
France  and  Russia ;  whereupon  the  railroads'  war  board  consid- 
ered appealing  to  the  council  to  take  account  of  the  needs  of 
our  own  roads,  but  the  conclusion  was  reached  that  agencies  con- 
ducting the  war  should  not  be  embarrassed  with  our  troubles, 
which  we  determined  to  surmount  as  best  we  could.  We  believed 
this  was  proper  in  the  circumstances,  although  as  expected  it 
produced  a  shortage  of  locomotives  at  the  end  of  1917.  The 
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accumulation  of  1,189  locomotives  represents  the  deliveries  dur- 
ing 1918  on  carriers'  orders  and  on  those  of  the  United  States 
Railroad  administration  for  1,400  locomotives,  only  126  of  which, 
hov/ever,  had  been  delivered  up  to  the  1st  of  November. 

Senator  PoMERENE.    Is  that  November,  1918  ? 

Mr.  Kruttsciinitt.  Yes.  Had  the  severe  weather  condi- 
tions of  1917  replaced  the  mild  weather  of  1918  this  reserve 
would  have  been  impossible. 

The  terminal  facilities,  main,  and  other  main  tracks  were 
substantially  the  same,  as  there  were  few  additions  made  in  the 
first  nine  months  of  Government  control. 

As  of  September  30,  only  92,  or  less  than  one-tenth  of  1 
per  cent,  of  the  100,000  Federal  freight  cars  had  been  delivered 
and  but  126  of  the  Federal  locomotives;  so  that  it  may  be  said 
without  substantial  inaccuracy  that  whatever  transportation  serv- 
ice has  been  rendered  by  the  Federal  Railroad  Administration 
has  been  rendered  with  facilities  provided  by  private  foresight 
and  management,  with  equipment — counting  both  locomotives 
and  cars — in  better  physical  condition  at  the  end  of  nine  months 
of  private  unified  control  than  at  the  end  of  nine  months  of 
Government  control,  by  continuing  practices  devised  by  the  car- 
riers and  by  supplementing  them  with  others  which  the  carriers 
long  had  desired  to  use  but  were  restrained  by  law  from  doing. 

If  under  these  conditions  no  greater  traffic  was  handled 
in  1918  than  in  1917,  greater  ability  and  efficiency  for  Govern- 
ment administration  can  hardly  be  claimed. 

Traffic  of  1917  and  1918  Compared. 

The  volume  of  freight  traflic  measured  by  tons  of  freight 
carried  1  mile  in  the  nine-month  period  was,  in  1917,  330,486,- 
760,286,  or  1.3  per  cent  greater  than  in  1918,  when  it  was  326,- 
306,832,131  ;  and  the  maximum  volume  of  freight  traffic  handled 
in  any  one  month  was  in  May,  1917,  39,273,449,624,  or  1.3  per 
cent  greater  than  in  July,  1918,  when  it  was  38,761,290,750. 

Senator  Pomerene.  From  what  source  did  you  obtain  those 
figures  ?  .  " 

Mr.  Kruttschnitt.  From  the  official  figures  published  by 
the  United  States  Railroad  Administration  for  1918  and  pub- 
lished by  the  railroads'  war  board  in  1917. 
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The  sole  items  in  which  1918  shows  improvement  over  1917 
are  in  average  tons  of  freight  per  car  of  29  against  27.3,  an 
increase  of  6.2  per  cent  for  the  period;  but  for  the  month  of 
December,  1917,  at  the  end  of  nine  months  of  private  unified 
control,  the  average  per  car  was  29.2  tons,  and  the  corresponding 
figure  for  September,  1918,  after  nine  months  of  Government 
unified  control  was  but  29.7  tons,  and  in  average  trainloads,  which 
in  the  two  periods  was  667  and  678  tons,  respectively,  an  increase 
of  1.6  per  cent,  as  the  increase  in  carload  was  6.2  per  cent  a  less 
number  of  loaded  cars  per  train  was  hauled. 

A  press  dispatch  in  the  New  York  Times  of  January  2,  1919, 
credits  to  the  Railroad  Administration  an  estimate  of  the  oper- 
ating expenses  of  1918  at  $3,800,000,000,  or  $1,000,000,000  more 
than  1917.  This  expenditure  was  made  to  increase  efficiency; 
nevertheless  roads  that  are  alleged  to  have  been  run  down  at  the 
end  of  nine  months  of  unified  private  control  show : 

1.  A  larger  volume  of  freight  traffic  handled  in  nine  months 
under  private  than  in  the  same  period  under  Government  control. 

2.  The  largest  volume  of  freight  traffic  ever  handled  in 
any  one  month. 

3.  Loaded-car  mileage  7.5  per  cent  larger  than  under  Gov- 
ernment control. 

4.  Greater  number  of  loaded  cars  pertrain  than  under  Gov- 
ernment control. 

5.  Miles  run  per  locomotive  per  day  7.2  per  cent  higher 
than  under  Government  control. 

6.  ]\Iiles  run  per  freight  car  per  day  6.1  per  cent  higher 
than  under  Government  control. 

7.  The  physical  condition  of  freight  locomotives  better 
than  under  Government  control. 

8.  The  condition  of  freight  cars  equally  as  good  as  under 
Government  control. 

As  weather  conditions  both  at  the  end  of  1917  and  the 
beginning  of  1918,  were  unusually  severe,  the  comparison  of  the 
two  nine-month  periods  is  not  unfair. 

Whence  it  follows  that  increased  eflicicncy  under  Govern- 
ment control  is,  to  say  the  least,  not  proven. 


Former  Director-General  McAdoo,  in  testifying  before  the 
Senate  Committee,  specified  seventeen  reforms  which  should  be 
continued  in  any  after-war  railway  program.  Beloiv  each  point 
is  indicated  to  what  extent  the  plans  suggested  by  the  Association 
of  Railway  Executives  proinde  for  such  continuation. — [R.S.  B.] 

Mr.  McAdoo's  Seventeen  Reforms  as  Compared  With  Associa- 
tion's plan. 

The  following  numbers  refer  to  the  numbered  paragraphs  in 
the  Director  General's  testimony. 

1.  The  maintenance  of  the  permit  system  so  as  to  control 
the  traffic  at  its  source.  - 

Unquestionably  of  great  benefit  in  preventing  congestion, 
but  can  not  be  continued  without  Government  authority.  Ship- 
pers would  not  submit  to  dictation  of  carriers  under  normal  con- 
ditions.   During  the  war  patriotism  controlled  them. 

2.  The  maintenance  of  heavy  loads  for  cars. 

The  railroads  under  private  management  have  for  years  de- 
voted a  great  deal  of  attention  to  this  feature,  and  the  carload 
was  increased  very  largely  during  unified  control  in  the  last  nine 
months  of  1917,  being  29.2  tons  in  the  ninth  month  of  private 
control  compared  with  29.7  tons  in  the  ninth  month  of  Govern- 
ment control. 

3.  The  pooling  of  repair  shops. 

This  was  done  to  some  extent  under  private  control,  and  has 
been  continued  under  Federal  control. 

4.  The  elimination  of  circuitous  routes,  i.  e.,  competitive 
routes. 

This  is  synonymous  with  the  suppression  of  competition  and 
is  impracticable  under  private  control  without  special  statutory 
authority.  A  mere  suggestion  to  do  this  in  1917  prompted  an 
immediate  inquiry  by  the  Attorney  General  as  to  what  was  con- 
templated. 

The  benefit  of  this  practice,  which  deprives  the  shipper  of 
choice  of  routes  and  competitive  facilities  and  service,  is  very 
much  exaggerated.  The  Director  General  says  that  during  a 
year  of  Federal  control  16,863,633  car-miles  have  been  saved  in 
the  eastern  and  northwestern  regions  alone,  which  is  only  two- 
tenths  of  1  per  cent  of  the  total  freight-car  miles  run  in  these 
regions. 
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In  recommending  the  elimination  of  circuitous  routes  the 
interests  and  convenience  of  the  public  served  by  them  do  not 
seem  to  have  been  considered.  The  great  preponderance  of  traffic 
in  our  country  is  long-distance  through  traffic,  competitive  with 
other  rail,  or  water,  or  part  rail  and  part  water  routes. 

If,  at  its  inception,  any  line  projected  to  develop  traffic,  fol- 
lowing a  policy  under  which  our  country  has  been  built  up,  had 
been  prohibited  from  engaging  in  through  traffic  because  it  was 
longer  than  an  existing  line,  it  would  never  have  been  built,  as  it 
could  not  possibly  have  existed  on  the  revenue  solely  derived 
from  local  traffic.  In  other  words,  it  was  able  to  develop  and 
serve  local  communities  by  reason  of  supplementing  local  with 
through  freight  revenue. 

If  the  circuitous  route  can  make  satisfactory  earnings  from 
the  carriage  of  freight  at  regulated  rates,  why  should  it  be  denied 
the  right  of  doing  so?  The  ability  to  control  such  traffic  evi- 
dences a  public  necessity,  for  obviously  if  such  a  route  did  not 
give  better  facilities  and  service  than  the  direct  route,  no  one 
would  use  it,  no  matter  how  earnestly  persuaded  by  agents  of 
interested  railroads. 

The  use  of  circuitous  routes  in  emergencies  is  often  imper- 
ative. 

5.  The  unification  of  terminals. 

Under  private  operation  is  it  not  clear  that  this  could  be- 
done  without  infraction  of  law,  but  a  great  deal  was  done  during 
the  life  of  the  railroads'  war  board  in  the  way  of  extending  the 
common  use  of  terminals. 

6.  The  maintenance  of  the  "sailing-day  plan." 

The  general  adoption  of  this  plan  by  the  railroads'  war 
board  followed  a  publication  of  its  benefits  by  the  Pennsylvania 
Railroad  Co.,  in  the  autumn  of  1917,  the  first  large  system  to  put 
it  into  general  use.  It  is  unquestionably  beneficial,  and,  as  a  war 
measure,  the  inconvenience  of  less  frequent  service  was  tolerated 
with  great  good  temper  by  the  public. 

7.  The  consolidation  of  ticket  offices. 

Unquestionably  of  benefit  in  places  and  should  be  continued, 
with  discrimination,  if  permissive  authority  can  be  obtained. 

In  the  Government  suit  for  unmerging  the  Union  and 

11 


Southern  Pacific  systems  a  point  to  which  the  prosecuting  officers 
of  the  Government  attached  much  importance  as  proving  infrac- 
tions of  the  antitrust  law  was  consoHdation  of  ticket  offices.  As 
a  result  of  the  litigation  all  consolidations  of  this  character  were 
broken  up. 

8.  The  utilization  of  universal  mileage  tickets. 
Unquestionably  a  good  thing,  and  should  be  continued  under 

private  control  and  protective  restrictions.  Apparently  no  legal 
obstacles. 

9.  The  standardization  of  equipment. 

Standardization  of  locomotives  is  unwise  and  unnecessary. 
To  obtain  maximum  efficiency  of  a  locomotive  and  correspond- 
ing minimum  of  cost  of  transportation  demands  close  study  of  the 
alignment  and  grade  systems,  the  nature  of  fuel,  strength  of 
bridges,  weight  of  rail,  length  of  turntables,  depth  of  round- 
houses, and  lengths  of  freight  passing  sidings  on  the  line  on 
which  they  are  to  be  operated.  As  these  features  are  different 
for  each  line,  no  locomotive  can  be  designed  to  serve  all  lines 
with  maximum  efficiency ;  hence  if  a  standard  locomotive  is  to  be 
prescribed  for  use  on  all  lines,  a  compromise  is  the  only  possible 
solution  of  the  problem,  and  a  jack-of-all-trades-master-of-none 
locomotive  is  the  result.  The  owning  line  must  put  up  with  in- 
dift"erent  service  in  order  that  some  other  line  may  be  able  in 
emergencies  to  borrow  a  locomotive  similar  to  its  own  in  all 
respects.  The  owner  must  be  satisfied  with  80  or  90  per  cent 
efficiency  for  substantially  all  the  time  in  order  that  a  borrower 
may  enjoy  similarly  lowered  efficiency  for  a  very  short  time. 
The  Director  General  credits  standardization  with  promper  deliv- 
eries of  locomotives.  May  it  not  be  due  to  priority  given  to 
material  for  Federal  locomotives?  Some  Southern  Pacific  loco- 
motives are  now  12  months  overdue  because  of  preference  ac- 
corded Federal  locomotives,  and  the  company  itself  is  very  much 
in  arrears  in  completing  locomotives  which  it  is  building  in  its 
shops  because  of  delays  in  getting  material. 

The  standardization  of  passenger  equipment  is  not  neces- 
sary, as  it  seldom  leaves  the  rails  of  the  owner. 

Standardization  of  certain  classes  of  freight  cars  is  desir- 
able, but  sliould  not  be  obtained  at  a  sacrifice  of  transportation 
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efficiency  of  the  owning  line  by  forcing  it  to  use  a  car  unsuitable 
for  its  traffic  because  of  excessive  dead-weight,  restricted  cubic 
capacity,  etc.  Most  of  the  important  details  of  cars  have  been 
standardized  as  a  result  of  the  studies  of  the  Master  Car  Build- 
ers' and  Master  Mechanics'  Associations. 

Standardization,  unless  intrusted  to  officers  immediately  re- 
sponsible for  net  revenue,  will  lead  to  the  sacrifice  of  the  sub- 
stance of  certain  economy  in  operation  to  the  shadow  of  uncer- 
tain economy  in  manufacturing  costs. 

10.  The  maintenance  of  the  uniform  freight  classification 
introduced  by  the  United  States  Railroad  Administration. 

Unquestionably  of  benefit,  and  can  and  should  be  continued 
under  private  operation.  This  monumental  work,  on  which  the 
carriers  had  been  engaged  for  several  years,  was  completed  just 
before  Federal  control,  and  the  Government  deserves  credit  for 
putting  it  in  use  immediately. 

11.  The  maintenance  of  common  time-tables  between  im- 
portant points. 

The  railroads  have  desired  for  many  years  to  bring  this 
about,  but  have  been  prevented  by  fear  of  violation  of  statutes. 

12.  The  maintenance  of  high  demurrage  rates  and  uniform 
rules. 

Desired  for  many  years  by  the  railroads  and  urgently  recom- 
mended by  the  railroads'  war  board  during  its  existence.  The 
permission  of  the  commission  to  increase  demurrage  rates  was 
obtained,  but  its  order  was  modified  in  a  short  time  to  such  an 
extent  as  to  deprive  the  carriers  of  its  expected  benefits. 

13  and  14.  The  establishment  of  through  waybilling  freight 
from  point  of  origin  to  destination  and  rendering  unnecessary 
the  rebilling  by  connecting  or  intermediate  routes. 

Unquestionably  of  great  benefit.  If  the  practice  means  what 
the  language  implies,  it  should  break  up  to  a  large  extent,  if  not 
entirely,  the  practice  of  reconsignment,  which  has  been  a  most 
fruitful  source  of  delay  and  congestion. 

15.  The  elimination  of  the  old  practice  of  paying  in  mile- 
age or  per  diem  rental  for  the  use  of  freight  or  passenger  cars 
of  one  carrier  by  another. 
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This  would  be  possible  to  a  considerable  extent  by  pooling 
certain  classes  of  cars  in  general  use,  but  not  all  of  the  freight 
cars  of  the  country,  a  plan  for  which  could  no  doubt  be  worked 
out  with  the  authority  of  the  Interstate  Commerce  Commission, 
which  under  the  Esch  bill  is  vested  with  control  of  the  carriers' 
equipment.  Carriers  should  be  allowed  to  enjoy  the  exclusive 
use  of  special  equipment  designed  to  suit  special  conditions  and 
produce  minimum  costs  of  transportation. 

The  necessity  for  pooling  passenger  cars  does  not  exist,  as 
in  general  their  use  is  confined  to  the  owning  lines,  without  incon- 
venience to  the  public.  When  it  is  necessary  they  can  and  should 
be  freely  exchanged. 

16.  The  simplification  of  the  old  practice  of  apportioning 
inter-line  passenger  revenue. 

As  we  vmderstand  this  language,  the  practice  can  be  followed 
as  well  under  private  as  under  Federal  operation ;  however,  it 
is  a  matter  in  which  the  public  is  not  interested.  ; 

17.  The  utilization  of  water  routes  for  the  relief  of  crowded 
rail  lines. 

This  should  unquestionably  be  done,  but  past  experience  has 
shown  that  there  is  no  equipment  on  the  water  routes  to  accom- 
modate freight ;  therefore,  it  is  impossible  for  them  to  afford 
relief.  Representatives  of  water-route  interests  were  met  in 
conference  by  the  railroads'  war  board  on  several  occasions  and 
assured  of  the  cooperation  of  the  carriers,  but  nothing  ever  re- 
sulted from  these  conferences  because  of  lack  of  water-route 
equipment. 

Economies. 

The  Director  General  asserts  (pp.  B5  and  B6  of  his  memor- 
andum) that  reports  from  five  of  the  seven  regions  show  that  on 
a  group  of  selected  principal  items  savings  totaling  $85,576,424 
have  been  effected  in  1918.  Estimating  a  pro  rata  saving  for  the 
other  two  regions  would  total  $119,806,000. 

For  the  first  seven  months  of  Federal  control  47,420,000 
passenger  train-miles  were  canceled.  Inasmuch  as  the  Director 
General  says  (p.  C5)  that  the  elimination  of  many  passenger 
trains  could  hardly  be  expected  to  persist  after  the  declaration  of 
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peace,  we  estimate  the  reduction  for  the  entire  year  at  40  per  cent 
more  than  that  for  seven  months,  making  a  total  of  66,388,000. 

The  expense  per  train-mile  for  1917  Vv'as  $2.30.  The  esti- 
mated increase  in  operating  expenses  of  1918  over  1917  is  34 
per  cent,  which  will  raise  cost  of  a  train  mile  to  $3.08.  From 
computations  made  on  the  Southern  Pacific  in  1916  of  the  cost 
of  a  passenger  train-mile,  according  to  a  rule  prescribed  by  the 
Interstate  Commerce  Commission,  it  is  shown  to  be  38.55  per 
cent  of  the  total  train-mile  cost ;  whence  the  cost  of  a  passenger 
train-mile  in  1918  would  be  $1.20,  and  the  cost  of  the  reduction 
in  passenger  mileage  would  be  $79,665,000,  leaving  the  economies 
from  all  sources  $40,141,000.  The  saving  from  suppressed  pas- 
senger service  represents  comforts  and  accommodations  of  which 
the  public  has  been  deprived. 

In  his  report  to  the  President  dated  September  3,  1918,  the 
Director  General  claims  to  have  saved : 

Per  cent  of 
operating 
expenses. 


$6,115,000  in  the  salaries  paid  to  officials  and  to  counsel   0.16 

$7,000,000  in  advertising  18 

$4,424,000  in  consolidated  ticket  offices  11 

$1,186,000  in  insurance    .03 

$12,142,000  in  the  abolition  of  outside  agencies   .32 


Total  80 


which  leaves  $9,274,000  to  represent  economies  from  all  sources 
other  than  those  specified.    [Percentage  ours.] 

The  Secretary  of  the  Interior  evidently  does  not  consider  the 
suppression  of  advertisements  and  the  consolidation  of  ticket 
offices  unalloyed  benefits,  because  in  his  last  annual  report,  after 
mentioning  various  drawbacks  to  tourist  travel,  he  says : 

The  consolidation  of  ticket  offices  in  the  large  cities  also 
adversely  affected  national-park  travel.  JVith  opportunity  gone  to 
obtain  Mcurate  iyi formation  concerning  the  more  or  less  complicated 
routes  from  the  east  to  the  western  parks,  many  preferred  to  spend 
their  vacations  in  their  customary  resorts,  with  whose  ways  and 
means  they  were  well  acquainted. 

It  is  earnestly  hoped  that,  with  the  close  of  war,  these  discour- 
agements to  travel  will  be  fully  removed  before  the  next  season. 
Tourist  travel  should  be  heartily  encouraged.  Furthermore,  the 
important  work  accomplished  by  the  railroads  and  this  department 
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in  close  co-operation  during  the  last  four  years  in  the  direction  of 
informing  the  people  of  the  country  concerning  the  greatness  of 
their  scenic  possessions  and  recreational  areas,  should  not  be  lost. 
The  national  park  system  is  one  of  America's  greatest  assets,  and 
it  must  not  be  overlooked  in  planning  the  development  of  American 
industry  after  the  vv^ar. 

Compelling  the  railroads  to  pay  their  corporate  officers  out 
of  corporate  funds,  instead  of  charging  these  expenditures  to 
operating  expenses,  as  was  done  during  the  test  period,  dimin- 
ishes the  fixed  return  of  the  railroads,  and  to  that  extent  subjects 
them  to  the  loss  of  double  the  amount.  Yet  the  saving  from  all 
of  these  specified  sources  totals  considerably  less  than  1  per  cent, 
or  0.80  per  cent. 

Nearly  all  of  this  insignificant  amount  accrues  from  with- 
holding comforts  and  conveniences  from  the  public  that  they 
have  long  enjoyed  and  which  cause  numerous  complaints  and 
unfavorable  criticism,  and  inspire  resolutions  of  trade  bodies 
favoring  the  return  of  the  railroads  to  their  owners,  with  legis- 
lation to  enable  them  to  meet  existing  conditions. 

The  16,863,633  car  miles  saved  by  rerouting  freight  amounts 
to  but  two-tenths  of  1  per  cent  of  the  total  freight-car  mileage  of 
the  regions  in  which  the  economy  was  effected. 

While  much  stress  has  been  laid  on  the  small  economies 
which  we  have  enumerated,  they  have  been  sources  of  irritation 
and  friction  out  of  all  proportion  to  their  amounts,  and  their  per- 
petuation under  private  or  Government  operation  seems  unwise. 
Rearrangement  of  local  passenger  service  without  overmuch  con- 
sideration of  the  public's  views ;  indifference  to  promoting  traffic, 
or  settling  up  vacant  lands ;  and  neglect  of  small  matters  affecting 
the  personal  comfort  of  the  traveler  that  have  grown  out  of  com- 
petitive conditions  and  been  created  by  local  managements  direct- 
ly responsive  to  the  needs  of  the  community,  are  some  of  the 
reasons  given  by  the  patrons  of  the  roads  for  desiring  their 
return  to  private  management,  with  such  legislation  as  will  enable 
the  owners  to  receive  them  back  from  the  Government. 

The  plan  evolved  by  our  committee,  after  arduous  study  ex- 
tending over  a  period  of  about  six  years,  that  has  been  presented 
to  you  by  our  chairman,  Mr.  Cuyler,  and  expounded  by  our 
counsel,  Mr.  Thom,  has  been  adopted  by  the  Association  of  Rail- 
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way  Executives,  representing  about  92  per  cent  of  the  earnings 
of  the  country.  In  it  we  ask  Congress  to  make  it  possible  for  the 
carriers  to  give  the  pubHc  the  advantages  of  conservation  of 
capital  by  requiring  unification  of  lines  and  terminals,  when  re- 
quired in  the  public  interest,  by  promoting  useful  consolidations, 
and  permitting  agreements  as  to  rates  and  practices,  the  benefits 
of  which  have  been  proven  during  Federal  operation,  but  which 
the  carriers  have  been  prevented  by  law  from  supplying. 

Fundamental  Features  of  Executives  Plan. 

Its  fundamental  features,  to  which  details  of  organization 
and  operating  machinery  are  subordinate,  are : 

1.  The  creation  of  a  department  of  transportation,  headed 
by  a  secretary,  who  would  sit  at  the  President's  council  table, 
who  would  relieve  the  Interstate  Commerce  Commission  of  its 
executive  duties ;  and  in  whose  jurisdiction  would  be  centered 
rate  regulation,  subject  to  revision  by  the  Interstate  Commerce 
Commission,  and  the  fixing  of  wages ;  and  who  would  use  the 
power  of  the  administration  to  maintain  proper  service,  to  create 
the  necessary  credit  for  the  carriers,  and  to  maintain  harmonious 
relations  between  employers  and  employees. 

2.  The  adoption  of  a  fixed  policy  as  to  the  revenues  of  the 
carriers  by  requiring  that  the  influence  of  the  President,  through 
his  Secretary  of  Transportation,  shall  be  put  behind  movements 
for  increased  rates  which  he  finds  proper,  and  the  establishment 
of  a  statutory  rule  for  rate-making,  which  shall  require  that 
rates  be  not  only  reasonable  but  adequate  and  sufficient  to  protect 
existing  investment  and  to  attract  capital  necessary  to  maintain 
existing  properties  up  to  the  standard  of  the  public  need,  and 
for  the  construction  of  extensions  and  branches. 

3.  To  provide  for  compulsory  Federal  incorporation  and 
for  the  elimination  of  the  conflict  of  regulating  power  between 
the  States  and  the  Federal  Government  as  to  all  essential  mat- 
ters, including  rates.  State  and  interstate,  with  as  little  inter- 
ference as  possible  with  the  State  commissions  in  carrying  out 
the  intended  purposes. 

I  wish  to  record  the  hearty  approval  and  recommendation 
of  the  plan  by  substantially  all  of  our  constituents,  as  well  as  my 
own,  and  to  express  the  belief  that  if  transmuted  into  law  it  will 
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mark  an  epoch  in  the  transportation  history  of  the  United  States. 
Competent  critics,  both  home  and  foreign,  have  heretofore  char- 
acterized the  service  of  the  railways  of  the  United  States  as  the 
best  in  the  world,  notwithstanding  they  have  the  lowest  capitaliza- 
tion, pay  the  highest  wages,  and  collect  the  lowest  tolls  from  the 
public.  We  believe  that  the  character  of  service  that  has  merited 
this  high  praise  can  be  greatly  improved  by  profiting  from  the 
experience  gained  in  private  and  governmental  operations.  Our 
plan  is  not  presented  in  the  shape  of  a  hard  and  fast  bill,  but  is 
offered  as  a  suggestion,  by  no  means  inflexible,  of  a  way  to  attain 
desired  ends. 

The  question  of  a  guaranty  was  freely  discussed  in  our  de- 
liberations, but  we  do  not  ask  a  guaranty.  We  recognize  that 
the  establishment  of  a  definite  guaranty  would  stifle  all  incentive 
to  efficient  management  and  would  destroy  competition  as  to 
service  and  facilities,  for  if  necessary  revenue  could  be  obtained 
without  effort,  what  inducement  would  exist  to  make  an  effort  ? 

To  obtain  the  most  efficient  and  economical  management 
those  charged  with  the  conduct  of  the  business  must  be  person- 
ally interested. 

Under  our  plan,  if  a  rate  system  be  put  into  effect  in  a  given 
region  that  will  produce  revenue  adequate  to  yield  a  fair  return 
on  roads  operated  under  average  conditions  and  with  reasonable 
efficiency  and  to  enable  them  to  maintain  their  credit  and  pay 
satisfactory  returns  to  their  security  holders,  some  roads  below 
the  average,  which  should  never  have  been  built  or  which  were 
poorly  located  and  are  indifferently  managed,  may  be  forced  to 
reorganize  or  sell  their  properties,  while  those  above  the  average 
will  prosper ;  but  all,  without  exception,  will  be  stimulated  by 
self-interest  to  create  new  and  increase  existing  traffic  by  com- 
petition in  service  and  facilties,  because  by  so  doing  the  returns 
to  the  owners  are  increased  and  at  the  same  time  the  public  is 
better  served. 

The  carriers  desire  to  be  permitted  to  use  all  legitimate 
means  to  earn  sufficient  to  provide  safe,  adequate  and  sufficient 
service,  to  protect  their  existing  investments,  to  attract  new  cap- 
ital, and  to  reflect  the  cost  of  wages  and  all  other  expenses  inci- 
dent to  furnishing  transportation.  ^ 
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Under  our  plan  the  measure  of  success  of  their  operation 
depends  on  the  ef¥iciency  and  economy  of  their  management,  the 
extent  to  which  their  traffic  is  fostered,  and  industrial  develop- 
ment on  their  lines  is  encouraged ;  and  recognizing  this,  they 
accept  full  responsibility  for  results. 

Now,  I  wanted,  as  part  of  my  memorandum,  to  read  to  you 
a  few  short  extracts  from  the  annual  reports  of  the  Investment 
Bankers'  Association  of  America,  made  at  their  Baltimore  meet- 
ing in  1917  and  at  their  Atlantic  City  meeting  in  1918. 

The  Investment  Bankers'  Association  of  America  has  over 
400  members,  including  practically  all  prominent  banks  and  trust 
companies  with  bond  departments  and  private  banking  firms  and 
banking  corporations  which  make  a  practice  of  buying  and  dis- 
tributing bonds  and  investment  stocks. 

These  bankers  must,  perforce,  examine  very  carefully  the 
condition  of  the  corporations  whose  securities  they  recommend 
to  their  patrons  and  are  most  competent  to  diagnose  the  troubles 
of  the  transportation  companies  and  to  suggest  remedies,  and 
these  quotations  are  so  apt  that  I  will  ask  your  patience  for  just 
a  few  moments  to  read  them. 

The  following  quotations  from  the  report  of  their  committee 
on  railroad  securities,  made  to  the  board  of  governors  and  mem- 
bers at  the  annual  convention  of  the  association  November  12, 
1917,  afford  strong  support  to  the  views  of  the  Association  of 
Railway  Executives  [italics  ours]  : 

The  committee  believes  that  expansion  of  facilities  is  the  most 
important  problem  which  the  railroads  will  have  to  face  during  the 
next  few  years,  and  that  expansion  sufficient  to  meet  the  demands 
of  the  business  of  the  country  will  be  impossible  until  the  present 
r  ''  .    unwillingness  of  investors  to  provide  new  capital  can  be  overcome. 

Opinions  differ  materially  as  to  the  causes  for  the  present  unsat- 
isfactory situation.  Individual  cases  of  mismanagement  and  the 
depreciation  which  has  taken  place  in  market  values,  due  to  unfavor- 
able financial  conditions  incident  to  the  war,  are  frequently  referred 
to  as  the  primary  causes  for  loss  of  confidence  in  railroad  securities. 
While  the  committee  believes  that  both  of  these  factors  have  added 
to  the  difficulties  of  financing,  it  is  strongly  of  the  opinion  that  the 
loss  of  confidence  is  due  largely  to  the  decline  of  credit  brought 
about  by  decreasing:  margins  of  net  earnings  over  fixed  charges  and 
dividends.  The  conclusions  of  the  committee  are  based  upon  an 
examination  and  an  analysis  of  the  financial  statements  of  a  large 
majority  of  the  railroad  systems  of  the  country.    These  statements 
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clearly  show  that  the  margins  over  fixed  charges  and  reasonable 
dividends  have  been  steadily  and  almost  universally  declining  for 
some  years,  and  this  condition  applies  for  the  most  part  to  the  well- 
managed  and  conservatively  capitalized  systems  as  well  as  to  the 
systems  whose  managements  have  been  fair  subjects  of  criticism. 

That  confidence  was  not  restored  and  the  attitude  of  investors 
was  not  changed  by  the  more  favorable  results  shown  by  the  railroad 
statements  for  the  year  1916  may  zvell  be  attributed  to  lack  of 
assurance  of  the  permanency  of  the  improvement,  due  to  the 
difficulties  which  railroads  have  experienced  in  the  past  in  their 
efforts  to  obtain  increased  rates  to  offset  increased  costs  of  opera- 
tion, and  the  apparent  failure  of  the  regulating  authorities  to 
recognize  the  amount  of  margin  over  fixed  charges  and  dividends 
which  is  necessary  to  maintain  credit  on  a  satisfactory  basis. 

The  committee's  views  in  this  matter  appear  to  be  confirmed  by 
the  testimony  of  the  officers  of  the  large  savings  banks  and  life 
insurance  companies  before  the  Interstate  Commerce  Commission  at 
the  recent  hearing  in  Washington  in  connection  with  the  Fifteen  Per 
Cent  Rate  Increase  Case,  which  clearly  showed  that  the  unwilling- 
ness of  such  institutions  to  make  further  investments  in  railroad 
securities,  with  a  possible  exception  of  the  best  underlying  issues  of 
bonds,  was  due  more  to  distrust  of  the  security  of  such  investments 
than  to  any  other  cause. 

The  committee  believes  that,  on  the  basis  of  the  operating  costs 
which  have  prevailed  in  recent  years,  rates  have  been  insufficient  to 
provide  adequate  margins  over  the  amounts  required  to  pay  a  reason- 
able and  fair  return  on  capital  legitimately  invested  in  railroad 
properties.  It  further  believes,  unless  operating  costs  can  be 
materially  reduced,  that  more  liberal  rates  for  the  future  will  be 
necessary  if  railroad  investments  are  to  be  properly  protected  and 
new  capital  is  to  be  made  available  for  future  requirements. 

Railroads  operating  within  certain  prescribed  territorities  are 
obliged  by  economic  laws  and  by  the  mandates  of  the  Interstate 
Commerce  Commission  to  handle  similar  business  at  similar  rates. 
Some  railroads  must  necessarily  be  more  prosperous  than  others, 
because  more  advantageously  located  or  because  of  the  greater 
ability  of  their  managers. 

The  committee  believes  that  the  public  interest  would  not  be 
served  by  basing  rates  upon  conditions  surrounding  the  roads  zvhich 
arc  least  advantageously  located  or  operated  zvith  the  least  efficiency, 
nor  zvould  it  be  any  better  served  by  basing  rates  upon  conditions 
which  surround  those  most  advantageously  located  and  most 
efficiently  operated.  Lack  of  foresight  and  inefficiency  should  be 
penalised,  as  foresight  and  efhciency  should  be  rczvarded. 

Broadly  speaking,  the  public  will  best  be  served  by  rates  for 
service  sufficiently  liberal  to  allozv  the  railroads  operated  under 
average  conditions  and  zvith  reasonably  efficiency  to  maintain  their 
credit  and  pay  satisfactory  returns  to  their  security  holders. 
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The  committee  on  railroad  securities,  in  its  report  to  the 
association  at  its  seventh  annual  convention,  held  at  Atlantic 
City,  December  9,  1918,  said : 

With  the  ending  of  the  war  the  main  purpose  for  which  the 
railroads  were  taken  over  has  been  served,  and  we  are  now  con- 
fronted not  only  with  the  problem  of  readjusting  the  temporary 
relations  which  have  been  established  between  the  railroad  and  the 
Government  as  called  for  by  the  railroad-control  bill,  but  the  more 
serious  problem  of  the  permanent  policy  of  the  Government  toward 
railway  operation  and  ownership. 

******* 

The  necessity  for  the  temporary  control  of  the  railroads  by  the 
Government  as  a  war  measure  will  undoubtedly  be  interpreted  by 
some  to  indicate  that  the  transportation  needs  of  the  country  can  not 
be  met  by  private  management  under  any  conditions.  Careful 
consideration  of  the  circumstances,  however,  may  well  lead  to  the 
conclusion  that  the  success  or  failure  of  private  management  under 
a  system  of  reasonable  and  fair  regulation  has  never  been  tested, 
but  that  the  existing  method  of  regulating  private  management  is 
a  demonstrated  failure. 

The  assumption  of  control  by  the  Government  will  be  considered 
by  others  as  having  provided  the  only  prompt  way  of  making  effec- 
tive the  most  important  measures  which  many  railroad  managers 
have  advocated  for  many  years  as  necessary  for  economy  and 
efficiency.  Railroads  have  been  subject  to  laws  which  were  enacted 
with  a  view  to  maintaining  a  policy  of  competition,  the  inevitable 
result  of  which  was  duplication  of  facilities  and  waste  of  capital 
and  laws  also  which  prevented  such  unification  of  operation  as  can 
only  come  from  a  common  control  or  ownership  of  properties.  The 
object  of  Federal  control  was  largely  to  overcome  the  handicaps  to 
operation  imposed  by  these  restrictions. 

The  railroads  for  many  years  had  maintained  that  increases  in 
operating  expenses  should  be  met  by  commensurate  increases  in 
rates.  The  Federal  administration  at  once  recognized  that  the 
' ..  Government  should  not  operate  the  railroads  at  a  loss,  that  income 
must  keep  pace  with  expenses,  and  one  of  its  first  acts  was  to 
increase  freight  rates  substantially  25  per  cent  and  passenger  rates 
50  per  cent.  Had  the  railroads  been  free  to  manage  their  properties 
as  tlie  Government  has  managed  them,  had  they  been  allowed  under 
■  '  proper  supervision  to  bring  about  such  operating  economies  as 
would  have  been  possible  under  greater  unification  of  control,  had 
they  been  allowed  to  meet  increased  expenses  with  corresponding 
increases  in  rates,  and  thus  maintain  their  credit,  it  is  reasonable  to 
expect  that  they  would  have  been  adequately  equipped  both  physically 
and  financially  to  have  met  the  demands  of  the  war  period,  and 
Government  control  in  that  case  would  not  have  been  necessary. 

Nobody  to-day  seriously  questions  the  advisability  of  a  policy  of 
regulation  which  aims  to  protect  the  public  from  abuses  and  dis- 
criminations of  various  kinds,  but  it  demands  at  the  same  time  a 
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regulation  which  will  enable  the  well-managed  railroads  to  maintain 
their  credit  upon  a  satisfactory  basis.  No  business  enterprise  can 
be  permanently  successful  without  credit,  and  the  railroads  are  no 
exception  to  the  rule.  The  alternative  is  public  ownership  or  some 
system  of  public  control  where  security  will  not  be  dependent  upon 
the  merits  of  particular  enterprises,  but  on  the  soundness  of  public 
credit. 

While  we  do  not  feel  that  it  is  within  the  province  of  your 
present  committee,  whose  term  of  office  expires  with  this  convention, 
to  enter  into  a  discussion  of  possible  solutions  of  the  transportation 
problem,  its  members  are  in  agreement  about  a  number  of  obvious 
facts  in  relation  to  it  which  it  may  be  well  to  touch  upon  briefly 
in  conclusion. 

First.  The  prewar  plan  of  railroad  regulation  was  a  demon- 
strated failure. 

Second.  The  railroads  should  not  be  returned  to  their  prewar 
status  without  providing  relief  from  the  burdensome  conditions 
under  which  they  have  heretofore  operated. 

Third.  Any  plan  of  future  Government  control  should  eliminate 
the  conflict  of  control  between  State  and  Federal  bodies. 

Fourth.  The  Sherman  antitrust  law  and  State  antitrust  laws  in 
their  application  to  transportation  should  be  repealed  in  the  interests 
of  efficiency  and  economy,  because  such  laws  are  unnecessary  under 
proper  governmental  regulation. 

Fifth.  Any  plan  of  Government  control  which  increases  operat- 
ing expense  and  regulates  income  should  assume  responsibility  for 
adequate  earnings  and  sustained  credit. 

Our  study  of  the  railroad  situation  leads  us  to  regard  these 
facts  as  beyond  dispute,  and  we  feel  that  any  plan  for  the  future 
must  proceed  from  this  point. 

We  may  further  add  that  the  alternative  of  Government  owner- 
ship, which  is  being  proposed  by  some  as  the  best  solution  for  the 
difficulties  presented,  in  the  opinion  of  the  committee  does  not  offer 
the  measure  of  relief  demanded. 

We  find  nothing  in  the  experience  of  other  countries  in  the 
Government  ownership  of  transportation  which  warrants  the 
assumption  that  such  an  experiment  in  this  country  will  be  success- 
ful. According  to  reliable  authorities  the  records  of  Government 
ownership  the  world  over  show  decreased  efficiency,  increased 
expense,  lessened  initiative,  political  interference,  and  economic 
waste.  Furthermore,  we  find  nothing  in  the  experience  of  our  own 
country  in  the  field  of  public  ownership  which  encourages  the  hope 
that  we  can  profitably  extend  its  sphere. 

Now,  I  want  to  say  that  at  the  time  our  plan  was  adopted 
and  my  memorandum  written,  we  did  not  know  of  the  existence 
of  these  reports.  They  were  brought  to  my  attention  about  a 
week  or  10  days  ago  by  a  member  of  the  Investment  Bankers' 
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Association,  who  happened  to  be  in  Washington,  and  who  sent 
me  a  copy  of  them,  and,  as  I  say,  they  seemed  to  fit  the  present 
situation  so  closely  that  I  took  the  liberty  of  quoting  them  to  you, 
as  I  have  done ;  and  I  want  to  repeat  that  these  gentlemen,  by 
their  occupation,  are  perhaps  the  best  critics  that  you  could  get 
of  the  condition  of  railroad  credit  and  the  soundness  of  the 
securities  they  offer  to  the  public,  because  I  think  everyone  of 
us,  judging  by  his  own  experience,  knows  that  in  buying  securi- 
ties he  generally  relies  on  the  representations  of  the  banker  or 
broker  who  is  selling  them,  who  makes  it  his  business  to  study  the 
condition  of  soundness  or  unsoundness  of  the  corporation  that 
issues  them. 

The  Chairman.  Mr.  Kruttschnitt,  from  your  paper  which 
you  have  read,  I  would  judge  that  the  only  justification  for  the 
Government  assuming  control  of  the  roads  during  the  war  was  to 
unify  or  rather  to  avoid  interference  with  the  money  market,  as 
the  Government  needed  to  preempt  that  field,  and  also  the  ques- 
tion of  wages  ? 

Mr.  Kruttschnitt.  Those  were  the  two  reasons  the  Pres- 
ident gave  us  when  he  asked  us  to  come  to  the  White  House,  two 
or  three  days  before  he  issued  his  proclamation,  because  he  pre- 
faced his  remarks  by  stating  that  everything  in  the  way  of  co- 
operation that  could  possibly  be  asked  for  had  been  done ;  and  he 
afterwards,  very  graciously,  made  that  same  announcement  pub- 
licly, as  I  read  in  my  paper.   Those  were  the  controlling  reasons. 

The  Chairman.  Now,  I  also  take  it,  from  following  your 
readmg  of  this  paper,  that  there  seems  to  be  some  conflict  with 
regard  to  a  statement  of  fact:  If  I  understood  Mr.  Thorn  cor- 
rectly the  other  day,  he  was  complaining  that  there  had  been 
charged  to  the  railroads  an  enormous  amount  of  betterments  and 
equipment  which  the  Government  was  insisting  the  railroads 
should  take,  and  which  the  Government  had  ordered.  From  this 
statement  of  yours,  it  seems  as  if  the  equipment  has  not  ex- 
ceeded, if  it  has  reached,  what  you  yourselves  had  already  an- 
ticipated and  were  making  provision  for. 

Mr.  Kruttschnitt.  Mr.  Thorn's  statement  is  correct.  That 
is  true.    The  Government  insists  that  the  carriers  take  the  loco- 
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motives  and  cars  which  were  ordered  without  consuUing  them; 
tliey  did  not  need  such  a  quantity  of  equipment  in  addition  to 
what  they  themselves  had  ordered,  and  made  no  provision  for  it. 
The  figures  I  gave  you  there  are  absolutely  accurate  up  to  the 
date  when  that  statement  ends — September  30.  As  I  told  you, 
at  that  time  substantially  none  of  the  Government  order  for  cars 
Iiad  been  delivered.  To  be  accurate,  I  gave  you  the  exact  num- 
ber, which  was  92,  which  was  only  a  very  small  fraction  of  a 
per  cent  of  the  100,000  ordered,  and  only  126  of  the  locomotives 
had  been  delivered  up  to  that  time. 

Senator  Pomerene.    September  when? 

Mr.  Kruttschnitt.  September  30,  1918;  or,  to  put  it 
briefly,  everything  that  the  Railroad  Administration  did  in  the 
way  of  handling  transportation  was  done  with  equipment  pro- 
vided by  the  foresight  of  the  owners  of  the  property. 

The  Chairman.  Now,  where  does  this  additional  expense 
come  in  to  which  your  counsel  called  the  attention  of  the  commit- 
tee, claiming  that  there  was  an  enormous  amount  of  equipment 
that  had  been  apportioned  to  the  several  roads  and  about  which 
they  were  complaining — where  does  that  come  in 

Mr.  Kruttschnitt.  The  apportionment  has  been  made. 
The  cost  of  this  equipment  is  about  $367,000,000.  It  has  been 
apportioned  to  the  roads,  but  it  has  not  been  delivered  and  it  has 
not  been  paid  for.  Mr.  Thom  gave  you  a  statement  of  the  bet- 
terment program  that  had  been  outlined  by  the  Federal  Admin- 
istration, but  it  has  not  been  completed. 

The  Chairman.  So  that  your  objection  lies  in  the  fact  that, 
now  that  peace  has  come,  you  would  prefer  that  that  authoriza- 
tion be  terminated  and  that  the  expense  be  not  charged  to  you? 
Is  that  your  idea? 

Mr.  Kruttschnitt.  We  suggested  that  to  the  Federal 
administration,  particularly  as  to  the  cars.  Many  of  the  roads, 
including  our  own,  did  not  need  the  cars — did  not  want  them; 
and  they  are  not  suitable  for  our  uses,  and  we  asked,  as  soon  as 
the  armistice  was  signed,  if  they  would  not  cancel  those  orders 
and  relieve  us  of  the  obligation  under  them.  Their  answer  was 
that  they  had  tried  in  every  possible  way  to  cancel  the  orders,  but 
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that  it  was  impossible.  That  will  also  apply  to  a  good  many 
other  improvements — I  mean  improvements  as  to  property,  con- 
struction of  sidings,  track  and  terminals,  additional  shops,  and 
what  not. 

The  Chairman.  So  that  all  that  was  accomplished  by  Fed- 
eral control  was  accomplished  by  the  means  that  you  had  pro- 
vided before  the  Government  took  control  of  the  road? 

Mr.  Kruttschnitt.  Yes ;  and  to  emphasize  what  I  say,  I 
claim  that  we  did  more  work  than  the  Government  did  with  the 
equipment  that  we  had  in  1917,  so  that  they  had  whatever  advan- 
tage there  was  in  the  delivery  of  the  equipment  between  the  1st 
of  January,  1918,  and  during  the  nine  months  up  to  the  end  of 
September,  that  we  had  ordered.  Of  course,  there  were  some 
small  deliveries  on  orders  of  locomotives  that  we  had  ordered. 
I  said  3,400  were  due  on  the  1st  of  January.  Some  of  those  were 
delivered  in  the  nine  months,  and  some  of  the  35,000  cars  were 
delivered.  But  I  do  say  that  the  traffic  of  the  country,  and  a 
larger  traffic  than  the  Government  handled,  was  handled  with 
equipment  substantially  smaller  than  was  in  the  hands  of  the 
United  States  Railroad  Administration,  and  you  will  find  by 
consulting  their  statements  of  operation  that  they  show  in  their 
possession  a  substantially  greater  number  of  locomotives  at  the 
present  time — they  showed  a  greater  number  in  September  than 
they  had  in  January.  Of  course,  that  was  due  to  the  deliveries 
in  the  interim.  But  I  do  want  to  make  it  clear  that  those  deliv- 
eries were  on  orders  placed  under  private  control,  because  I  have 
found  out  that  only  92  of  the  freight  cars  ordered  by  the  Govern- 
ment were  delivered  and  126  of  the  locomotives.  Since  the  30Lh 
of  September  the  deliveries  have  been  more  rapid. 

The  Chairman.  This  authorization  of  equipment,  was  that 
wholly  at  the  instance  of  the  Government,  or  was  there  submitted 
to  you  a  request  for  a  budget,  so  to  speak,  of  what  would  be 
necessary  to  meet  the  emergency? 

Mr.  Kruttschnitt.  Early  in  1918  the  Railroad  Adminis- 
tration asked  the  roads  to  submit  a  budget.  On  our  budget  there 
was  no  equipment  asked  for  at  all.  On  the  contrary,  we  not  only 
omitted  it  from  the  budget,  but  we  answered  certain  question- 
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naires  that  they  sent  out  wanting  to  know  just  what  locomo- 
tives and  cars  we  wanted,  that  we  needed  none,  that  we  had 
ample ;  including  not  only  what  we  had,  but  what  was  due  us  on 
deliveries ;  and,  as  to  locomotives,  what  we  were  building  in  our 
own  shops.  I  understand  that  the  same  course  was  pursued 
throughout  with  all  the  railroads  of  the  country.  I  know  that  a 
large  number  did  not  want  any  equipment  and  have  protested, 
as  we  have  done,  to  the  allotment  of  equipment  that  we  do  not 
need ;  and  represented  that  we  needed  the  money  to  pay  for  bet- 
terments in  other  directions,  that  had  been  agreed  upon  with  the 
Railroad  Administration,  and  that  we  would  not  have  money  to 
pay  for  the  equipment.  ■  ■ 

The  Southern  Pacific  Co.  provided  for  delivery  in  1918  of 
62  locomotives — no ;  about  100  locomotives,  about  40  of  which 
were  placed  in  contract  shops  and  62  of  which  they  proposed  to 
build  themselves.  Few  of  those  locomotives,  except  about  25 
that  were  built  in  our  own  shops,  were  delivered  in  1918,  and 
the  40  to  be  built  in  contract  shops  have  been  deferred  at  one  time 
and  another  until  they  are  now  about  15  months  overdue;  they 
were  deferred  because  the  Government  was  building  these  Gov- 
ernment locomotives. 

Senator  Kellogg.  These  Federal  locomotives  were  built  in 
contract  shops  ?  - 

Mr.  Kruttschnitt.  Yes.  We  had  arranged  for  some  5,400 
freight  cars  to  be  added  to  our  equipment,  that  we  were  building 
in  our  own  shops. 

Senator  McLean.  Were  these  Government  locomotives  for 
foreign  use? 

Mr.  Kruttschnitt.    No ;  for  home  use. 

Senator  McLean.    They  were  not  to  be  exported? 

Mr.  Kruttschnitt.  No. 

Senator  Pomerene.  Were  they  of  the  type  you  were  build- 
ing, or  what  is  called  the  standardized  type? 

Mr.  Kruttschnitt.  They  were  the  standardized  loco- 
motives. We  did  not  bother  our  heads  much  about  locomotives, 
because  they  have  never  allotted  any  of  them  to  us.  They  seem 
to  have  accepted  as  final  our  judgment  that  we  had  enough. 
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Senator  Pomerene.  Were  these  locomotives  ordered  for 
any  particular  road  ? 

Mr.  Kruttschnitt.    No;  they  were  ordered  in  bulk. 

Senator  Pomereiie.  In  bulk,  and  to  be  distributed  as  after- 
wards, in  their  judgment,  they  might  deem  proper? 

Mr.  Kruttschnitt.  Exactly.  The  allotment  to  us  was 
2,000  freight  cars,  which  would  have  cost  $6,100,000.  Now,  we 
were  building  at  the  time  that  allotment  was  made,  in  our  own 
shops,  5,200  cars  that  were  costing  us  $2,000  apiece. 

Senator  Pomerene.    And  the  others  cost  $3,000  apiece? 

Mr.  Kruttschnitt.  Yes;  and  there  would  have  been  a 
difference  of  $2,000,000  in  the  bill  for  the  2,000  cars.  Further- 
more, the  cars  they  wanted  to  assign  to  us  were  not  as  efficient  as 
our  own  cars.  The  proportion  of  dead-weight  was  very  much 
greater  than  in  ours. 

Senator  Pomerene.  Did  you  have  contracts  which  would 
have  required  the  delivery  of  your  cars — the  5,200  of  which 
you  spoke? 

Mr.  Kruttschnitt.    No ;  we  were  building  them  ourselves. 

Senator  Pomerene.    In  your  own  shops 

Mr.  Kruttschnitt.    Yes ;  in  our  shops. 

The  Chairman.  Mr.  Kruttschnitt,  was  this  request  for  a 
budget  made  to  the  individual  roads,  or  to  the  consolidated  rail- 
road management  here,  under  war  conditions?  Was  each  road 
asked  separately,  or  did  they  ask  this  unified  railroad  manage- 
ment that  just  preceded  the  Government  control,  to  send  in  their 
requirements  in  bulk — the  92  per  cent  which  you  represent? 

Mr.  Kruttschnitt.  No;  this  unified  private  control  passed 
out  of  existence  on  the  1st  of  January,  1918. 

The  Chairman.  Yes. 

Mr.  Kruttschnitt.    It  was  no  longer  in  existence,  and  - 
these  requests  for  budgets  were  sent  to  the  individual  roads  by 
the  representative  of  the  Director  General. 

The  Chairman.    So  that  each  road  sent  in  its  requirements? 

Mr.  Kruttschnitt.  Yes. 
•     The  Chairman.    Do  you  know  whether  those  requirements 
or  copies  of  those  requirements  are  available? 
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Mr.  Kruttschnitt.  They  are  on  file,  of  course,  in  the 
oflke  of  the  raih-oad  administration.  They  are  available  there, 
and  our  individual  roads  have  copies,  of  course,  of  the  budgets 
we  sent  in  for  our  roads. 

Senator  Pomerene.  I  want  to  pursue  that  inquiry  about 
those  cars  a  little  further,  if  I  may.  You  made  an  estimate 
here  of  $2,000  as  your  cost? 

Mr.  Kruttschnitt.  Yes. 

Senator  Pomerene.  5,200  cars  would  cost  your  own  com- 
pany for  building  in  your  own  shops  $2,000  apiece? 

Mr.  Kruttschnitt.  That  is  what  they  were  costing  when 
we  had  the  last  report,  which  was  early  in  1918.  Of  course, 
we  do  not  get  the  shop  accounts  now. 

Senator  Pomerene.  At  that  time  were  you  paying  the  pre- 
vailing increased  wages,  and  so  forth? 

Mr.  Kruttschnitt.  We  were  paying  the  wages  that  pre- 
vailed, I  will  say,  about  April,  1918;  but  the  comparison  is  fair, 
because  that  was  what  the  cars  were  costing  us  at  those  rates 
of  wages,  and  the  Government  was  paying  the  same  prices  for 
materials  and  wages,  or  perhaps  a  little  more,  when  they  let  the 
contract  for  the  100,000  cars.  I  do  not  remember  exactly  when 
the  Government  contract  was  let,  but  probably  about  April  or 
May  of  1918.  , 

Senator  Pomerene.  Then,  if  the  wages  and  the  material 
cost  your  company  and  the  Government  practically  the  same, 
how  do  you  account  for  the  difference  between  the  price  of 
$2,000  and  the  price  of  $3,000,  which  the  Government  was 
going  to  charge  you? 

Mr.  Kruttschnitt.  Part  of  the  difference  was  due  to  this: 
Late  in  1917  we  foresaw  the  difficulty  of  getting  equipment  and 
our  shops  were  asked  to  estimate  on  their  capacity  to  build  both 
freight  cars  and  locomotives,  and  they  were  told  in  estimating 
that  they  might  assume  that  whatever  additional  machine  tools 
they  asked  for  would  be  furnished ;  and  we  had  an  estimate 
from  our  shops  in  Houston,  Tex.,  and  in  Sacramento,  Cal. — 
our  two  largest  shops — that  collectively  they  could  build  about 
62  locomotives  in  a  period  of  about  15  months  if  furnished 
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with  certain  machine  tools  which  were  furnished;  and  they 
were  told  to  go  ahead  and  build  them.  The  requisitions  of 
the  managers  at  that  time  were  for  some  5,200  or  5,300  freight 
cars,  and  they  were  asked  "Can  you  build  those  cars?"  They 
said  "We  can,  if  we  can  get  the  material,  but  it  will  be  very 
difficult  to  get  the  steel."  They  were  told  to  consult  certain  reroll- 
ing  mills  on  the  Pacific  Coast,  that  were  rolling  shapes  out  of 
old  wrought  iron,  and  to  minimize  the  use  of  steel  as  much  as 
possible  in  the  construction  of  these  new  cars. 

We  had  plenty  of  wood,  but  very  little  steel ;  and  we  de- 
signed a  car  which,  I  am  told,  is  giving  as  good  service  as  any 
car  we  ever  had,  with  only  about  3,300  or  3,400  pounds  of  struc- 
tural metal  in  it,  as  against  an  entire  steel  underframe  that  the 
Government  has  in  its  cars.  Of  course,  our  substitution  of  a 
great  deal  of  wood  for  steel  would  account  for  much  of  the  in- 
creased cost  of  the  Government  car ;  but  the  fact  is  that  we  were 
building  a  car  which  was  entirely  suitable  for  our  needs  at  a 
cost  of  about  $2,000,  in  our  shops,  and  those  other  cars  were 
allotted  to  us  at  a  cost  of  substantially  $3,000  apiece. 

Senator  Pomerene.  Meanwhile,  were  your  shops  occupied 
and  in  operation? 

Mr.  Kruttschnitt.   Oh,  yes. 

Senator  Pomerene.  Were  they  building  any  part  of  these 
cars  which  were  allotted  to  you  by  the  Government? 

Mr.  Kruttschnitt.  No;  all  of  those  are  built  in  contract 
shops. 

Senator  Pomerene.  What  reason  was  advanced  for  not 
permitting  your  shops  to  continue  to  build  these  cars  at  a  cost 
of  $2,000  and  seeking  to  allot  to  you  2,000  cars  at  $3,000  apiece? 

Mr.  Kruttschnitt.  Because  they  said  we  did  not  have 
enough  freight  cars.  They  allotted  these  2,000  cars,  in  addi- 
tion to  the  cars  that  we  were  building ;  they  said  we  must  buy 
those  additional  2,000  cars.  Now,  as  a  matter  of  fact,  we 
pointed  out  to  them  that  for  five  years  the  Southern  Pacific 
Co.  has  received  an  annual  income  of  a  million  and  a  quarter 
dollars  per  year  for  rental  of  its  freight  cars  in  excess  of  the 
rental  that  it  was  paying  its  connections  for  their  freight  cars. 
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In  other  words,  we  were  receiving  a  net  income  of  about  $1,250,- 
000  a  year  for  the  rental  of  our  cars  that  were  ofif  on  foreign 
lines,  and  in  addition,  we  were  doing  our  business  perfectly 
satisfactorily.  We  handled  in  1917,  which  was  the  year  of  our 
maximum  traffic  and  maximum  efficiency  of  operation,  80  per 
cent  more  traffic  per  freight  car  than  we  had  done  24  months 
.  before. 

Senator  Pomerene.    Eighty  per  cent? 

Mr.  Kruttschnitt.  Yes;  in  other  words,  every  freight 
car  did  almost  twice  as  much  as  was  done  two  years  before ; 
that  is,  by  increasing  its  rapidity  of  movement  and  the  load  in  it. 

Senator  Pom  ERENE.  Now,  let  me  ask  you  just  a  question 
or  two  here :  In  your  memorandum  you  use  this  language : 
"Competent  critics,  both  home  and  foreign,  have  heretofore 
characterized  the  service  of  the  railways  of  the  United  States 
as  the  best  in  the  world,  notwithstanding  they  have  the  lowest 
capitalization,  pay  the  highest  wages,  and  collect  the  lowest 
tolls  from  the  public."  What  especially  attracted  my  attention 
was  your  statement  about  the  American  roads  having  the  low- 
est capitalization. 

Mr.  Kruttschnitt.    Well,  they  have. 

Senator  Pomerene.  Upon  what  facts  is  that  statement 
based?  Capitalization  is  a  comparative  term,  of  course.  I  do 
not  quite  understand  that.  There  might  be  one  capitalization 
and  a  given  amount  of  assets  represented  by  that  capitaliza- 
tion in  this  country,  and  there  might  be  another  amount  of 
property  and  another  amount  of  capitalization  in  the  old  coun- 
try. I  am  seeking  in  my  own  mind  to  place  these  various  roads 
upon  a  common  footing,  so  that  I  can  visualize  the  situation, 
if  possible. 

Mr.  Kruttschnitt.  Well,  the  figures  that  I  use  are  figures 
that  are  quite  widely  prevalent  and  quoted.  I  can  produce  the 
authorities  for  you ;  but,  in  round  numbers,  as  I  remember  it,  the 
capitalization  of  the  American  roads — and  by  that  I  mean  the 
total  amount  of  stocks  and  bonds  divided  by  the  mileage — is  $66,- 
755  a  mile.  In  Great  Britain  it  is  $275,590  a  mile,  and  in  all  of 
the  European  countries  it  is  very  much  more  than  that.   The  only 
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country  that  approximates  ours  in  the  lowness  of  capitalization  is 
Canada,  $65,952  a  mile.  Those  figures  are  published  in  encyclo- 
pedias and  in  statesmen's  yearbooks,  and  in  statistical  abstracts 
of  the  United  States,  and  so  on. 

Senator  Pomerene.  To  what  fact  do  you  attribute  the  larger 
capitalization?   Is  it  due  to  the  cost  of  the  right  of  way,  or  what? 

Mr.  Kruttschnitt.  I  understand  that  in  Great  Britain  the 
cost  is  largely  due  to  the  expenses  of  organization,  Parliamentary 
investigations,  expenses  preceding  the  actual  construction  of  the 
property,  and  then  a  much  larger  cost  for  the  right  of  way.  Those 
are  some  of  the  items.  I  can  not  say  that  they  are  all,  but  those 
are  commonly  assigned  to  explain  the  difference. 

Senator  Pomerene.  Do  you  mean  to  say  that  the  Parlia- 
mentary examinations  there  cost  more  tlian  the  congressional  ex- 
aminations here  ?  Is  that  what  you  mean  ? 

Mr.  Kruttschnitt.  Well,  Senator,  in  the  last  few  years  it 
has  been  a  matter  of  common  comment  among  our  officers  that 
most  of  our  time  was  spent  in  Washington.  Our  expense  bills, 
which  are  not  low,  because  I  think  you  have  the  highest-priced 
hotels  in  the  United  States — all  of  those  expenses  go  with  us,  I 
suppose,  to  "general  expenses."  I  suppose  that  is  the  proper  item 
to  put  them  under.  But,  speaking  seriously,  I  do  understand  that 
investigations  made  by  Parliament  before  a  new  road  is  chartered 
and  allowed  to  build,  are  very  protracted,  and  the  cost  of  the  in- 
vestigation, getting  up  data,  and  statistics  is  very  expensive. 

Senator  Pomerene.  Now,  there  is  another  matter  about 
which  I  wanted  to  ask  a  question  or  two.  You  refer  here  again 
to  a  "secretary  of  transportation."  Do  you  mean  that  he  shall 
have  control  of  all  transportation;  that  is,  water  as  well  as  rail 
transportation,  and,  in  certain  places,  truck  transportation,  etc. ; 
do  you  mean  that? 

Mr.  Kruttschnitt.  That  was  discussed  in  our  committee, 
and  the  same  question  was  asked,  and  I  replied,  "Yes ;  give 
him  everything,  even  down  to  wheelbarrows,"  and  I  want  to 
make  it  very  clear  that  in  our  plan  we  do  not  recommend  that  the 
power  be  given  to  the  secretary  of  transportation  that  it  is  gen- 
erally thought  we  do.    In  otlier  words,  we  have  heard  comments 
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here  and  by  letter  and  by  telegraph  from  communities  and  from 
individuals  that  his  power  is  to  be  too  great.  Now,  the  secretary 
of  transportation,  under  our  plan,  has  no  appointive  power;  he 
does  not  appoint  employees ;  he  does  not  control  the  construction 
and  extension  programs  of  the  carriers,  except  to  the  extent  that 
he  can  bring  the  light,  or  the  pressure,  of  public  opinion  to  bear  on 
them  to  do  certain  things  that  they  have  not  done.  If  he  thinks 
extensions  are  necessary,  or  increased  terminal  facilities,  there  is 
no  suggestion  of  giving  him  the  power  of  simply  ordering  the 
thing  to  be  done,  as  was  done  by  the  Director  General — his 
power  was  absolute  and  supreme — but  we  propose  that  his  func- 
tion shall  be  recommendatory  only,  and  that  the  carrier  would 
be  forced  to  provide  those  facilities  by  the  pressure  of  public 
opinion. 

The  Chairman.    You  leave  that  initiative  with  the  road? 

Mr.  Kruttschnitt.  Our  idea  about  the  secretary  is  just  as 
Mr.  Thom  has  described  it ;  that  we  should  have  an  officer  in 
Washington  to  whom  we  could  come  and  with  whom  we  could 
discuss  our  needs  and  necessities ;  who,  on  the  other  hand,  might, 
by  a  nation-wide  survey,  determine  what  development  was  need- 
ed in  certain  directions  or  that  certain  carriers  were  deficient  in 
certain  facilities,  and  that  he  should  take  the  matter  up  with 
them,  or  that  the  carriers  should  take  the  matter  up  with  him 
and  agree  upon  something,  if  they  could  agree.  If  they  do 
not  agree,  then  he  would  simply  make  a  report  to  the  President, 
and  make  public  the  fact  that  the  A.  B.  C.  road  did  not  have 
sufficient  equipment,  or  that  it  did  not  have  sufficient  terminals, 
or  that  its  property  was  in  bad  order,  and  ought  to  be  put  in 
better  order,  and  so  on ;  or  possibly  it  might  be  determined  by 
him  that  it  should  build  a  branch  to  develop  a  certain  piece  of 
country,  and  if  the  carrier  demurred  public  opinion  would  even- 
tually bring  it  to  building  it.  I  know  of  one  case  in  which  pub- 
lic opinion  made  us  build  a  road  which  does  not  pay. 

Senator  Pomerene.  Assume,  for  the  sake  of  the  argument, 
that  Congress  does  provide  for  a  secretary  of  transportation, 
who  is  to  have  control  of  the  entire  administrative  work  of 
the  railroad  system  of  this  country.  What  effect  would  that 
method  of  administration  have  upon  the  politics  of  the  coun- 
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try,  and  what  effect  would  the  poHtics  have  on  the  railway  sys- 
tem of  the  country? 

Mr.  Kruttschnitt.  If  you  will  allow  me  to  criticize  the 
use  of  one  word — that  is,  "control" — we  do  not  propose  that 
he  shall  "control"  the  railroads,  but  that  he  shall  supervise  them. 

Senator  Pomerene.    Very  well.    Use  the  word  "supervise." 

Mr.  Kruttschnitt.  And  in  a  good  many  instances  w-here 
Congress  has  prescribed  that  control  is  necessary — by  that  I 
mean  in  the  enforcement  of  safety-appliance  laws,  headlight 
laws,  and  other  laws  that  they  have  passed — that  the  execution  of 
those  laws  should  be  left  to  him ;  but  he  does  not  control  the 
operations  of  the  carriers,  except  to  the  extent  of  carrying  out 
w^hat  we  hope  will  be  a  definite  Government  policy  as  to  ade- 
quacy of  revenues  of  the  carriers.  He  should  look  out  for 
that,  and,  under  our  plan,  should  approve,  disapprove,  or  allow 
to  go  into  effect,  without  either,  rates  put  in  by  the  carriers, 
subject,  of  course,  always  to  the  final  control  and  adjudication 
of  the  Interstate  Commerce  Commission. 

The  Chairman.  Mr.  Kruttschnitt,  do  you  not  think,  or  is 
it  not  your  opinion,  right  at  that  point,  that  if  you  had  this  Cabi- 
net officer  with  the  right  to  pass  upon  the  very  vital  question  of 
the  return  to  your  roads  through  rates — that  is,  what  revenue 
you  should  get  through  rates — you  would  inject  an  element  there 
which  would  subject  you  to  violent  change  and  disruption  every 
four  years?  Every  party  that  would  come  in  would  say,  "The 
great  question  is  the  service  rendered  and  the  charges  exacted 
from  the  public  by  the  railroads." 

With  your  secretary  of  transportation,  would  not  the  pres- 
sure always  be  for  him  to  do  what  you  have  been  complaining  of 
all  along — that  the  relation  was  not  properly  understood  in  all 
its  ramifications?  Would  not  that  intensify  the  very  condition 
that  you  have  been  complaining  of  as  existing  under  the  old 
regime  ? 

Mr.  Kruttschnitt.  No.  I  think  it  would  very  much  re- 
duce it,  and  for  this  reason :  Coincidentally  with  the  creation 
of  this  office,  we  ask  you  to  adopt  what  has  never  been  adopted 
before ;  that  is,  a  definite  Government  policy  as  to  the  treatment 
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\of  the  railroads  of  the  country.  Now,  you  gentlemen  adopt  that 
policy — or,  let  me  put  it  conditionally— if  you  gentlemen  adopt 
that  policy,  it  is  not  changed  every  four  years ;  there  is  a  set  of 
directions  and  rules  prescribed  by  the  supreme  legislative  power 
of  the  land  to,  let  us  assume,  this  newly  created  officer,  and  he 
must  act  in  accordance  with  the  Government's  policies;  and, 
furthermore,  he  can  not  disarrange  rates,  because  the  rates,  in 
the  final  analysis,  are  passed  on  and  approved  by  the  Interstate 
Commerce  Commission,  which  is  a  continuing  body. 

The  Chairman.  But,  as  I  understood  you,  you  would 
initiate  the  rate,  under  your  new  plan?  _  ,., 

Mr.  Kruttschnitt.  Yes. 

The  Chairman.  And  then  it  would  be  left  with  him  as  to 
whether  or  not  the  rate  that  you  initiated  would  receive  his 
approval?  •  ■  i 

Mr.  Kruttschnitt.  Yes. 

The  Chairman.  And  then  it  would  go  down  to  the  In- 
terstate Commerce  Commission? 

Mr.  Kruttschnitt.  No;  if  it  received  his  approval  and 
met  with  no  public  objection,  that  would  be  the  end  of  it. 

The  Chairman.  But  in  case  of  its  meeting  with  public 
objection  

Mr.  Kruttschnitt  (interposing).  Then  it  goes  at  once 
to  the  Interstate  Commerce  Commission.  The  public  interest 
is  absolutely  protected  in  our  suggestion.  We  knew,  Senator, 
that  it  would  be  absolutely  useless  to  come  up  here  with  any 
proposition  that  did  not,  to  the  fullest  extent,  take  cognizance 
of  the  interests  of  the  public. 

The  Chairman.  Do  you  not  think  that  you  would  have 
cumulative  pressure  on  the  Interstate  Commerce  Commission  if 
you  initiated  a  rate  and  got  a  Cabinet  member  to  indorse  it ; 
that  then,  even  though  the  public  might  object,  you  would  have 
your  Cabinet  member  in  favor  of  it,  and  the  railroads  in  favor 
of  it — two  to  one,  as  it  were,  instead  of,  as  at  present,  an  issue 
between  the  public  on  the  one  hand  and  the  railroads  on  the 
other? 

Mr.  Kruttschnitt.  Recent  occurrences  have  shown  that 
the  Interstate  Commerce  Commission  does  not  hesitate  to  dis- 
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approve  the  acts  of  a  man  who  has  much  more  power  than  even 
our  proposed  secretary  of  transportation. 

The  Chairman.  Yes ;  I  saw  some  evidences  of  that  fact 
after  the  war  was  over. 

Mr.  Kruttschnitt.  Yes;  there  have  been  several  evi- 
dences of  it. 

The  Chairman.  I  am  just  trying  to  see  if  it  is  not  possible 
to  simplify  the  machinery,  because  the  more  complex  you  get 
it,  the  more  danger  there  is  of  disaster  both  to  you  and  to  the 
public.  The  more  hands  it  has  to  go  through,  the  more  people 
that  have  to  pass  upon  it,  officers  and  officials,  the  more  com- 
plicated it  becomes;  and  I  was  wondering  if  we  were  to  decide 
upon  a  definite  policy,  as  you  indicate,  if  we  could  not  so  word 
that  policy  in  statutory  enactment  as  to  let  the  Interstate  Com- 
merce Commission,  properly  reorganized  and  adjusted,  do  the 
work,  without  having  a  Cabinet  officer. 

Mr.  Kruttschnitt.  A  matter  of  primary  importance  to 
us,  Senator,  is  the  establishment  of  a  definite  government  pol- 
icy as  to  these  matters.  That  is  the  fundamental  necessity. 
Now,  how  it  is  done,  or  the  machinery  by  which  it  is  done,  is 
a  matter  largely  of  discussion  and  opinion.  As  I  have  stated 
here,  and  as  Mr.  Thom  has  stated  here,  we  do  not  pretend  to 
bring  up  to  you  any  hard  and  fast  plan  in  the  shape  of  a  pro- 
posed bill ;  but  we  offer  you  these  suggestions  as  the  best  that 
we  can  furnish  you.  Our  object  is  to  help  along  the  situation, 
first,  for  the  sake  of  the  interests  which  we  represent,  which  are 
the  largest  in  the  country,  except  perhaps  agriculture,  and  also 
for  the  purpose,  as  I  have  stated  in  my  paper,  that  we  believe 
with  the  adoption  or  prescription  of  such  a  policy  by  Congress 
we  will  be  enabled  to  improve  very  much  upon  a  service  that 
has  already  received  the  highest  commendation,  both  from  home 
and  foreign  critics. 

The  Chairman.  So  you  do  not  consider,  then,  that  in  the 
plan  submitted  to  us  your  secretary  of  transportation  is  of 
vital  importance ;  but  the  thing  which  is  of  vital  importance  to 
you  is  getting  a  definite  governmental  policy  put  in  workable 
shape,  and  then,  so  far  as  the  matter  of  execution  and  admin- 
istration is  concerned,  that  is  of  secondary  importance? 

35  " 


Mr.  Kruttsciinitt.  Add  to  that  an  agency  that  will  en- 
able us  to  live  in  harmony  with  our  employees.  We  believe 
that  the  same  agency  that  controls  the  revenues  of  the  carriers 
and  their  ability  to  meet  expenses,  should  be  closely  tied  up  with 
the  agency  that  fixes  the  wages  of  employees.  Even  before  the 
war,  the  tendency,  if  you  will  cast  your  memory  back,  has  been 
for  the  employees  to  come  to  Washington  for  the  settlement  of 
their  disputes  as  to  wages  and  conditions  of  labor.  They  have 
come  on  a  number  of  occasions,  which  it  is  needless  for  me  to 
specify  now,  but  which  you  will  remember,  if  you  will  think 
about  the  matter.  That  same  policy  was  pursued  by  the  Di- 
rector General  during  the  year  that  he  had  the  railroads  under 
his  control ;  so  we  think  that  may  be  accepted  as  a  condition, 
and  no  longer  treated  as  a  theory  to  be  argued  and  discussed ; 
and  we  do  think — and  we  believe  it  to  be  one  of  the  funda- 
mentals of  our  plan — that  the  same  governmental  agency  that 
circumscribes  or  limits  our  revenues  should  take  cognizance  of 
our  expenses,  not  only  for  wages,  but  for  materials  and  what- 
ever other  expenditures  may  be  necessary. 

The  Chairman.  So,  therefore,  you  would  give  him  the 
same  power,  exercised  through  public  opinion,  to  control  the 
wages  as  you  would  the  rates? 

Mr.  Kruttschnitt.  That  is,  the  power  that  this  Wage 
Board  has  at  the  present  time  for  controlling  wages,  which  is 
the  power  of  public  opinion. 

Senator  Pomerene.  You  would  give  that  to  the  secretary 
of  transportation? 

Mr.  Kruttschnitt.  No  ;  our  suggestion  is  that  that  be 
given  to  a  wage  board. 

The  Chairman.  Then  I  misunderstood  you  myself.  I 
thought  you  were  going  to  clothe  the  secretary  of  transporta- 
tion with  power  to  make  suggestions  as  to  wages.  You  would 
have,  in  connection  with  your  cabinet  officer,  a  wage  board? 

Mr.  Kruttschnitt.  Yes;  and  you  will  find  that  in  our 
plan.  Without  looking  it  up  and  reading  it,  I  will  say  that  you 
will  find  that  we  suggest  a  wage  board  on  which  the  employees, 
the  employers,  and  the  public  should  be  equally  represented,  to 
take  up  these  questions  of  wages  and  to  report  on  them ;  and  that 
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the  secretary  should  pass  on  them,  and  then  pass  them  up  to 
the  Interstate  Commerce  Commission,  with  the  statement  that 
it  was  found  necessary,  in  the  pubHc  interest,  to  make  these 
adjustments  in  wages  and  adjustments  in  working  conditions; 
and  that  in  fixing  the  revenues  of  the  carriers,  this  should  be 
one  of  the  items  to  be  taken  into  consideration. 

Indeed,  whenever  there  has  been  a  rate  hearing  here  these 
arguments  have  been  presented  with  all  of  the  force  and  em- 
phasis at  the  command  of  the  representatives  of  the  carriers  to 
the  commission  at  the  hearings,  and  the  only  thing  we  believe  is 
that  perhaps  if  Congress  in  defining  the  governmental  policy 
should  say  that  it  was  the  duty  of  the  agency  that  limits  reve- 
nues to  take  expenses  into  consideration,  and  in  fixing  rates  to 
fix  them  so  that  the  carriers  would  have  revenues  adequate 
for  their  legitimate  business  and  to  meet  their  expenses,  and  to 
pay  these  additional  expenses  created  by  the  findings  of  this 
board  it  would  have  more  effect  on  the  commission  than  the 
mere  representations  and  arguments  of  the  corporate  officers. 

Senator  Kellogg.  Mr.  Kruttschnitt,  some  of  your  state- 
ments here  are  commendably  brief,  but  I  would  like  to  have 
them  elaborated  a  little.  The  first  one  is  "The  maintenance  of 
the  permit  system  so  as  to  control  the  traffic  at  its  source." 
You  are  referring  to  the  permit  system  which  has  been  in  ex- 
istence during  the  war,  by  which  the  Director  General  refused 
to  allow  anyone  to  ship  to  certain  destinations  unless  unloading 
or  shipping  facilities  existed  at  the  destination ;  for  instance, 
New  York  harbor  or  Norfolk  or  some  other  harbor ;  is  that 
what  you  refer  to? 

Mr.  Kruttschnitt.  That  is  what  I  understand  the  di- 
rector to  refer  to.  There  was  some  little  of  that  done  by  the 
War  Board.  For  instance,  the  allies  had  a  board  here  that  pur- 
chased their  supplies,  and,  to  avoid  congestion,  we  did  arrange 
with  that  board  that  they  should  not  ship  their  grain  and  food- 
stuffs and  other  supplies  for  the  allies  to  the  seaboard  unless 
they  had  bottoms  there  to  receive  it.  That,  of  course,  was  done 
voluntarily  by  cooperation. 

Senator  Kellogg.  Yes.  Now,  before  the  war  and  before 
the  railroads  were  in  the  hands  of  the  Government,  the  law  re- 
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quired  you,  as  a  railroad,  to  accept  a  shipment  destined  to  any 
point,  and  to  use  your  best  efforts  to  ship  it  there,  whether  it 
could  be  unloaded  or  not,  did  it  not? 

Mr.  Kruttschnitt.    Yes,  sir.  _  ■ 

Senator  Kellogg.  Now,  could  not  that  all  be  accomplished 
by  permitting  the  Interstate  Commerce  Commission  to  author- 
ize the  roads,  temporarily,  in  the  event  of  congestion,  to  de- 
cline shipments  at  the  point  of  origin? 

Mr.  Kruttschnitt.  Certainly,  any  agency  with  power  to 
do  more  than  the  carrier  can — and  the  carrier  must  do  what 
the  law  requires  it  to  do — would  help  the  situation ;  any  agency 
that  could  do  what  you  suggest. 

Senator  Kellogg.  It  does  not  require  Government  own- 
ership or  Government  operation  to  do  that,  does  it? 

Mr.  Kruttschnitt.  No. 

Senator  Kellogg.  It  could  be  done  just  as  well  by  the 
railroads,  under  the  direction  of  the  Interstate  Commerce  Com- 
mission, could  it  not? 

Mr.  Kruttschnitt.  Well,  of  course,  there  comes  in  a  law 
question  there   - 

Senator  Kellogg  (interposing).  I  mean  if  Congress  per- 
mits it? 

Mr.  Kruttschnitt.  Certainly;  if  Congress  permits  it.  I 
meant  to  say  I  did  not  know  whether  the  Interstate  Commerce 
Commission  could  deny  to  a  person  the  right  to  ship. 

Senator  Kellogg.  Oh,  no ;  they  do  not  pretend  to,  but  we 
would  have  to  change  the  law. 

Mr.  Kruttschnitt.    Certainly ;  it  could  be  done  then. 

Senator  Kellogg.  Yes.  Now,  referring  to  "Maintenance 
of  heavy  loads  for  cars."  The  Director  General  dwelt  consid- 
erably on  that  subject  in  his  testimony.  Heretofore  the  rail- 
roads have  always  been  struggling,  I  suppose,  to  increase  the 
carload  ? 

Mr.  Kruttschnitt.  Always.  I  would  say,  certainly  for 
25  or  30  years. 

Senator  Kellogg.    I  mean,  for  many  years? 
Mr.  Kruttschnitt.  Yes. 
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Senator  Kellogg.  Now,  the  tariff  provides  what  the  min- 
imum carload  is,  does  it  not?  ^ 

Mr.  Kruttschnitt.  Yes. 

Senator  Kellogg.  And  all  you  can  get  the  shipper  to  load 
above  that,  if  the  car  has  a  greater  capacity,  is  so  much  gained 
to  the  railroad? 

Mr.  Kruttschnitt.  Yes;  and  gained  to  the  public,  be- 
cause it  makes  the  equipment  do  better  and  more  efficient 
service. 

Senator  Kellogg.  But,  naturally,  a  large  class  of  shippers 
are  interested  in  a  smaller  carload,  are  they  not  ? 

Mr.  Kruttschnitt.  Yes;  there  are  what  are  called  "Com- 
mercial units,"  and  it  is  extremely  difficult  to  get  them  to  de- 
part from  them. 

Senator  Kellogg.  I  think  Mr.  Clark  explained  that  very 
fully,  and  perhaps  it  will  not  be  necessary  to  go  into  it,  but  so 
far  as  the  railroads  are  concerned,  there  could  not  be  the  slight- 
est objection  to  getting  the  maximum  carload  every  time,  could 
there  ? 

Mr.  Kruttschnitt.  We  would  like  to  fill  them  up  to  the 
roof  every  time.  '  - 

Senator  Kellogg.  But  are  there  not  certain  classes  of 
shippers  who,  in  shipping  merchandise  and  other  things,  are 
interested  in  getting  a  carload  rate  with  a  smaller  minimum  than 
the  railroads  would  be  interested  in? 

Mr.  Kruttschnitt.  Yes;  and  that  can  only  be  changed 
by  changing  the  minimum  weight  in  the  tariffs,  and  it  is  ex- 
tremely difficult  to  do  that. 

Senator  Kellogg.  That  can  be  placed,  or,  rather,  is  now 
entirely  under  the  control  of  the  Interstate  Commerce  Commis- 
sion, is  it  not? 

Mr.  Kruttschnitt.  Yes. 

Senator  Kellogg.  And  the  commission  has  tried  in  the  past 
to  make  those  minimums  to  suit  the  largest  convenience  of  the 
public  ?  ,, 

Mr.  Kruttschnitt.  Yes. 
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Senator  Kellogg.  If  I  understand  these  figures,  in  spite 
of  the  increased  carload,  it  only  amounts  to  five-tenths  of  one 
per  cent  ? 

Mr.  Kruttschnitt.  The  figure  I  have  given  in  my  mem- 
orandum ? 

Senator  Kellogg.  Yes. 

Mr.  Kruttschnitt.    Five-tenths  of  a  ton;  half  a  ton. 

Senator  Kellogg.    Oh,  yes.  /  ' 

Mr.  Kruttschnitt.  That  is  to  say,  the  railroads  under 
unified  private  control  accomplished  a  great  deal,  and  they  were 
able  to  accomplish  that  only  through  the  patriotic  cooperation  of 
the  public.  I  do  not  think  anything  we  could  say  would  accord 
the  proper  praise  to  the  public  for  what  they  did  during  the 
nine  months  that  our  committee  was  in  office.  They  did  almost 
everything  we  asked  them  to  do.  The  carloading  was  raised. 
As  I  say,  when  we  went  out  of  office  it  stood  at  29.2  tons,  and 
it  was  only  raised  half  a  ton  more  after  the  Government's  ef- 
fort of  nine  months ;  on  top  of  nine  months  of  our  eflforts. 

Senator  Kellogg.  Is  it  not  true  that  the  War  Industries 
Board,  which  had  control  of  the  distribution  of  materials  in  the 
country,  made  orders  refusing  to  allow  the  purchase  of  mate- 
rials unless  a  man  would  buy  a  maximum  carload  for  shipment  ? 

Mr.  Kruttschnitt.  I  have  seen  that  stated  recently.  I 
have  no  personal  knowledge  of  that. 

Senator  Kellogg.  All  right.  I  would  like  to  ask  one  or 
two  questions  about  this  subject  of  standardization.  When  the 
Government  assumed  control  of  the  railroads,  January  1,  1918, 
I  suppose  there  was,  as  there  was  the  previous  year,  some  short- 
age of  equipment? 

Mr.  Kruttschnitt.    The  first  of  January,  1918? 
Senator  Kellogg.  Yes. 

Mr.  Kruttschnitt.  Yes;  there  always  is  in  a  busy  sea- 
son ;  always  must  be. 
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Senator  Kellogg.  From  1913  down  to  1916,  however,  I 
suppose  there  was  a  siirphis  of  equipment  in  this  country? 

Mr.  Kruttschnitt.  Yes;  for  a  great  many  years.  I  have 
a  statement  here  somewhere,  I  think,  that  shows  that;  yes. 

Senator  Kellogg.  I  thinlv  the  Interstate  Commerce  Com- 
mission have  it  in  their  report  to  Congress  of  December,  1917. 

Mr.  Kruttschnitt.  This  gives  it  to  you  diagrammatically 
[exhibiting  chart].  The  peaks  above  the  line  are  the  surpluses 
and  the  black  peaks  below  the  line  are  the  deficits  or  shortages. 
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Senator  Kellogg.  Now,  will  you  give  to  the  reporter  the 
years  in  which  there  was  a  surplus  of  cars?  I  have  forgotten 
the  exact  statement  of  the  Interstate  Commerce  Commission  in 
its  report  to  Congress  last  year,  but  my  recollection  is  that  it 
was  from  1913  to  1916. 
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Mr.  Kruttschnitt.  In  1907  there  was  a  shortage  of  cars 
for  the  first  six  months.  Then  for  two  months  there  was  a  sur- 
phisage,  and  for  four  months  a  shortage ;  a  very  large  surplus 
developed  at  the  end  of  1907  and  continued  through  the  years 
1908,  1909,  1910,  1911  and  eight  months  of  1912.  Then  there 
was  a  period  of  about  four  months  of  slight  shortage.  Then 
there  was  a  large  surplus  for  the  entire  year — almost  the  entire 
year— 1913,  1914,  1915,  and  for  three  months  of  1916.  Then 
for  one  month  there  was  a  slight  shortage.  Then  for  four 
months  of  1916  there  was  a  surplus,  and  for  the  last  four  months 
of  1916  there  was  a  shortage. 

Senator  Kellogg.   And  for  1917  there  was  a  shortage? 

Mr.  Kruttschnitt.  These  figures  do  not  go  any  further 
than  1916. 

Senator  Kellogg.  Well,  there  was  a  shortage  in  1917,  was 
there  not? 

Mr.  Kruttschnitt.  I  think  so ;  but  these  figures,  which 
were  kept  by  the  American  Railway  Association,  stop  at  a  cer- 
tain date,  and  I  do  not  have  them  beyond  1916. 

Senator  Kellogg.  As  matter  of  fact,  with  but  few  excep- 
tions, the  thing  that  brought  on  the  shortage  was  the  enormous 
increase  of  shipments,  due  to  the  war?  . 

Mr.  Kruttschnitt.  Yes. 

Senator  Kellogg.  Car  shortage  is  not  confined  to  this 
country  alone,  is  it? 

Mr.  Kruttschnitt.  No;  I  have  seen  a  number  of  items  in 
the  last  two  or  three  years  about  the  car  shortage  in  Great 
Britain,  and  I  think  that  even  those  models  of  efficiency,  the 
Germans,  have  had  a  car  shortage. 

Senator  Kellogg.  Have  you  ever  studied  the  statistics  of 
Government  operated  and  privately  operated  railroads  on  that 
subject  of  car  shortage  as  well  as  other  subjects? 

Mr.  Kruttschnitt.  I  have  read  a  good  deal  about  Gov- 
ernment ownership,  but  I  do  not  recall  any  statistics  about 
car  shortage. 
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Senator  Kellogg.  Do  you  recall  the  periodical  extreme  car 
shortage  in  Germany  almost  every  year,  or  in  Prussia? 

Mr.  Kruttschnitt.  No;  I  have  never  seen  any  figures 
about  that,  except  mere  general  statements  in  the  papers. 

Senator  Kellogg.  Very  well.  I  will  not  ask  you  about 
that.  At  any  rate,  you  apprehend  that  car  shortage  is  not  con- 
fined to  this  country? 

Mr.  Kruttschnitt.    No;  I  feel  quite  certain  about  that. 

Senator  Kellogg.  Now,  this  question  of  standardization : 
When  the  Railroad  Administration  organized  on  January  1, 
1918,  did  it  immediately  proceed  to  procure  cars  to  be  built? 

Mr.  Kruttschnitt.  No;  they  immediately  went  to  work 
on  the  preparation  of  these  standard  plans. 

Senator  Kellogg.  During  all  of  the  winter,  and  up  until 
May,  they  were  working  out  plans  for  standardization  of  cars 
and  engines,  were  they  not  ? 

Mr.  Kruttschnitt.  Yes;  I  said  in  my  statement  that  I 
thought  it  was  about  May  when  they  placed  this  order. 

Senator  Kellogg.  That  order  was  for  100,000  cars,  and 
there  have  been  only  about  a  little  over  14  per  cent  of  those 
cars  delivered,  did  you  say? 

Mr.  Kruttschnitt.  No;  I  said  there  was  one-tenth  of 
1  per  cent  delivered  up  to  the  30th  of  September. 

Senator  Kellogg.  I  mean  up  to  the  present  time,  or  the  1st 
of  January,  or  at  least  up  to  November,  there  had  been  about 
14,000  cars  delivered,  had  there  not?  Or  are  you  familiar 
with  that? 

Mr.  Kruttschnitt.  I  am  not  familiar  with  that,  'but 
I  know,  as  I  have  said,  that  the  deliveries  increased  very  rap- 
idly after  the  30th  of  September. 

Senator  Kellogg.  The  railroads  for  many  years  have  been 
working  toward  a  certain  degree  of  standardization,  have  they 
not?  ;  -  ^ 

Mr.  Kruttschnitt.  Yes. 

Senator  Kellogg.    That  is  true,  is  it  not? 

Mr.  Kruttschnitt.  Yes. 
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Senator  Kellogg.  And  they  have  standard  couplers  and  all 
the  standardization  that  permits  cars  to  go  in  trains  on  any 
railroad  in  the  country  ? 

Mr.  Kruttschnitt.  Yes ;  we  have  had  two  associations — 
the  Master  Mechanics'  Association  and  the  Master  Carbuild- 
ers'  Association — that  have  been  at  work  for,  I  should  say,  20 
or  25  years  standardizing  parts.  Then,  the  railroads  appointed 
a  committee  about  six  years  ago  to  see  if  they  could  not  stand- 
ardize the  framing  of  the  freight  car — that  is,  to  make  it  stand- 
ard throughout ;  and  that  committee  was  nearing  a  conclusion 
about  the  time  when  the  railroads  were  taken  over.  -: 

Senator  Kellogg.  Do  you  know  in  what  country  there 
has  been  the  greatest  improvement  in  locomotives  and  cars  and 
railroad  equipment  of  all  kinds? 

Mr.  Kruttschnitt.  I  think  our  country  is  foremost.  In 
other  words,  I  said  that  foreign  critics  and  home  critics  have 
said  that  we  had  the  best  railroad  service,  and  that,  I  suppose, 
implies  their  opinion  that  the  equipment  was  the  best,  also. 

Senator  Kellogg.  Did  you  ever  read  Acworth,  the  great 
English  expert  on  railroads? 

Mr.  Kruttschnitt.  Yes ;  I  have  kept  in  close  touch  with 
Mr.  Acworth's  writing,  and  he  was  the  "foreign  critic"  I  had 
in  mind  when  I  wrote  the  words  that  I  read.  Mr.  Acworth 
has  always  been  very  loud  in  his  praise  of  the  management  and 
operation  of  American  roads ;  and  I  know  that  the  English 
railroad  managers  have  for  years  been  considering  increasing 
the  capacity  of  their  freight  cars  very  much.  In  other  words, 
they  recognized  that  the  American  roads  were  giving  cheaper 
and  more  efficient  service  through  the  increase  in  the  size  of 
their  locomotives  and  cars,  and  they  wanted  to  do  the  same. 
Their  cars  really  look  like  playthings ;  their  average  capacity  is 
only  about  10  to  12  tons,  but  there  have  been  difficulties,  as  1 
understand,  in  the  way  of  clearances  and  the  strength  of  bridges, 
that  have  held  them  back. 

Senator  Kellogg.  Those  small  cars  are  generally  preva- 
lent throughout  continental  Europe,  too,  are  they  not? 
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Mr.  Kruttschnitt.  I  understand  they  arc.  I  have  seen 
them  in  England;  I  have  never  been  on  the  continent. 

Senator  Kellogg.  Well,  I  have.  Suppose  you  had  abso- 
lute standardization  of  cars ;  does  not  that  mean  stagnation  in 
improvement  ? 

Mr.  Kruttschnitt.  It  would,  unless  you  had  some  means 
of  quickly  taking  account  of  improvements  and  putting  them 
into  use  where  they  were  found  to  be  desirable. 

Senator  Kellogg.  In  other  words,  the  natural  competitive 
forces  between  the  railroads  have,  to  a  large  extent,  produced 
great  improvements  in  cars  and  engines  and  other  equipment? 

Mr.  Kruttschnitt,  Yes.  I  may  say  this:  At  one  time 
the  late  Mr.  Harriman  was  carried  away  with  the  idea  that 
there  should  be  only  one  type  of  locomotive  in  use  on  all  of  the 
railroads  that  he  controlled,  and  he  charged  me  with  the  duty 
of  getting  up  such  a  locomotive  or  such  a  set  of  locomotives — 
because  there  was  to  be  a  switching  locomotive,  a  passenger  loco- 
motive, and  a  freight  locomotive — and  he  charged  me  with  the 
duty,  and  I  told  him  at  the  time  that  it  was  impossible.  He 
wanted  to  know  why.  I  gave  him  the  same  reasons  I  have  given 
to-day.  I  said,  "On  the  roads  which  you  control  there  is  such 
a  diversity  of  grade,  curve  systems,  traffic  density,  the  nature  of 
fuel,  the  nature  of  water,  etc.,  that  it  is  impossible  to  get  a  single 
locomotive  that  will  do  the  most  efficient  work  everywhere," 
but  he  was  insistent  on  it,  and  after  insisting  for  two  or  three 
years  he  finally  yielded  to  argument  and  the  matter  was  dropped. 

But  his  notion  was — he  told  me,  "When  a  purchasing  man 
wants  to  get  a  locomotive,  I  want  him  to  have  a  card  in  a  pigeon 
hole  so  that  he  can  simply  telegraph  to  the  works  to  send  him 
so  many  freight  locomotives,  and  that  order  will  be  filled."  I 
told  him,  "If  you  do  that  you  will  sacrifice  efficiency,"  and  he 
finally  dropped  it.  It  could  not  be  done.  I  confess  I  was  never 
able  to  do  it,  even  with  the  assistance  of  our  officers— and  they 
were  able  men — and  I  think  it  is  still  less  possible  to  do  it  in 
the  United  States  as  a  whole,  instead  of  on  from  18,000  to 
20,000  miles,  which  were  under  discussion  then. 

Senator  Kellogg.  Take  the  Northern  Pacific,  or  the  Great 
Northern,  or  the  Union  Pacific,  or  the  Southern  Pacific,  run- 
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ning  practically  from  the  Mississippi  and  the  Missouri  Rivers 
to  CaHfornia ;  there  are  many  dififerent  classes  of  locomotives 
on  the  different  divisions  of  those  roads,  are  there  not? 

Mr.  Kruttschnitt.    Yes.  , 

Senator  Kellogg.    And  there  have  to  be? 

Mr.  Kruttschnitt.  If  you  want  to  get  the  most  effi- 
cient service,  there  must  be.  To  show  how  that  operates :  At 
the  beginning  of  Federal  control  I  was  watching  with  great 
anxiety  the  delivery  of  some  12  large  freight  locomotives  that 
we  had  ordered,  and  I  learned  one  day  that  they  were  up  some- 
where in  New  York  and  had  been  ordered  onto  some  eastern 
road.  You  know  in  the  early  part  of  1918  the  corporation 
officers  still  had  charge  of  operations  under  the  Director  Gen- 
eral; so  I  represented  the  needs  of  the  Southern  Pacific,  that 
these  locomotives  were  badly  needed  so  that  we  could  lay  up  some 
other  engines  for  shopping,  but  my  arguments  did  not  prevail 
until  I  told  them,  or  rather,  I  asked,  "Do  you  know  that  these 
locomotives  are  oil  burners,  and  you  have  not  any  oil  fuel?" 
They  had  not  known  that,  and  when  I  gave  them  that  argu- 
ment I  got  the  locomotives,  and  they  went  to  the  Southern 
Pacific. 

Senator  Kellogg.  The  Railroad  Administration  finally  con- 
cluded, instead  of  having  one  or  two  or  three  standard  loco- 
motives, by  having  a  dozen  dififerent  types,  did  they  not? 

Mr.  Kruttschnitt.  I  have  not  followed  that  matter  very 
closely,  because  we  were  not  in  their  orders  for  allotting  these 
locomotives;  but  my  recollection  is  that  they  had  six  or  eight, 
anyhow. 

Senator  Kellogg.  They  had  six  classes,  and  two  in  each 
class,  did  they  not? 

Mr.  Kruttschnitt.  Well,  that  would  make  12,  if  that 
be  so. 

Senator  Kellogg.   That  is  my  recollection.    I  thought  per- 
haps you  might  know  about  it. 
Mr.  Kruttschnitt.  No. 

Senator  Kellogg.  There  is  a  certain  class  of  equipment 
that,  of  necessity,  can  not  be  used  interchangeably  all  over  the 
country,  is  there  not?    Take  the  large  coal  cars,  with  these 
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dumping  appliances ;  they  are  of  no  use  in  a  country  where  the 
deHvery  of  coal  has  to  be  made  at  small  stations  and  to  local 
dealers  ? 

Mr.  Kruttschnitt.  As  a  matter  of  fact,  most  roads  could 
not  haul  them  at  all,  because  their  bridges  are  not  strong  enough 
and  their  rails  are  not  heavy  enough.  There  are  only  a  few 
roads  that  have  those  cars. 

Senator  Kellogg.  And  to  build  a  road  to  use  the  equipment 
which  is  used  between  the  coal  mines  and  the  seaboard,  where 
there  is  an  enormous  traffic,  would  be  a  waste  of  money,  would 
it  not? 

Mr.  Kruttschnitt.  Absolutely. 

Senator  Kellogg.  Take  the  cars  used  for  the  transpor- 
tation of  ore  in  my  State,  where  the  traffic  is  enormous. 
Those  cars  would  not  be  of  any  use  generally  throughout  the 
country,  would  they? 

Mr.  Kruttschnitt.    No;  except  in  a  very  wasteful  way. 
Senator  Kellogg.  Yes. 

Mr.  Kruttschnitt.     Half  or  two-thirds  loaded. 

Senator  Kellogg.  Take  the  movement  of  grain.  In  the 
grain  States  it  requires  a  very  tight  car — that  is,  a  car  built  so  as 
to  prevent  loss  of  grain  through  leakage.  Such  a  car  is  not 
necessary  in  the  transportation  of  cotton  or  package  freight,  is  it? 

Mr.  Kruttschnitt.  No.  As  to  these  cars  that  I  objected 
to  that  the  Railroad  Administration  has  allotted  to  the  Southern 
Pacific,  I  made  the  objections  you  are  making  now.  I  said  that 
we  had  devised  a  box  car  of  very  large  cubic  capacity,  because 
the  Southern  Pacific  lines  were  large  carriers  of  cotton,  and., 
even  with  a  very  large  car,  it  was  almost  impossible  to  get  a  full 
weight  load  in  a  box  car,  even  as  large  as  we  made  it — and  we 
made  it  with  a  cubic  capacity  of  about  vS,400  or  3,500  cubic  feet. 
A  standard  car  is  about  3,000  cubic  feet,  and  our  car  is  10  per 
cent  greater  in  cubic  capacity.  Another  commodity  that  we 
carry  in  very  large  quantities  is  dried  lumber.  You  can  not  get, 
in  an  ordinary  box  car,  more  than  about  75,000  or  80,000  pounds 
of  dried  lumber.  Now,  it  is  to  our  interest  to  carry  100,000 
pounds  of  dried  lumber,  which  is  why  we  have  made  our  box 
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car  of  unusually  large  cubic  capacity ;  and  it  is  attention  to  those 
details  and  insistence  on  them  that,  in  these  days  of  doing  busi- 
ness on  a  very  small  margin,  means  the  difference  between  com- 
mercial success  and  commercial  failure.  Also  takn  the  question 
of  dead  weight.  These  cars  that  are  assigned  to  us  weigh  46,600 
pounds.  Our  car,  of  larger  cubic  capacity,  and  of  larger  weight 
capacity,  weighs  not  quite  42,000  pounds.  In  other  words,  the 
acceptance  of  these  cars  means  that  for  the  life  of  the  car  we 
will  have  to  haul  aroimd  an  unnecessary  weight  of  4,300  or  4,400 
pounds.  To  visualize  that  properly,  you  might  assume  that  every 
box  car  backed  up  to  a  loading  platform  would  be  loaded  pre- 
liminarily with  4,500  pounds  of  sand  or  pig  iron  to  haul  around. 

Senator  Pomerene.  Would  the  life  of  the  two  cars  be 
about  the  same?  ,  : 

Mr.  Kruttschnitt.  Yes. 

Senator  McLean.  Mr.  Thorn  was  asked  to  explain  the 
surplus  account  of  the  roads  for  the  year  1918,  and  I  think  he 
said  that  it  was  really  a  misnomer;  that  it  should  be  the  differ- 
ence between  the  assets  and  the  liabilities  of  the  company ;  that 
that  is  what  the  item  represented,  and  not  a  cash  surplus.  Do 
you  know  how  much  of  it  is  cash  and  how  it  is  identified,  and 
what  bearing  it  has  upon  the  credit  of  the  company?  I  ask  this 
question  because,  apparently,  the  surplus  account  has  increased 
every  year  whereas  the  net  operating  income  has  decreased. 

Mr.  Kruttschnitt.  It  is  rather  a  complicated  question, 
Senator,  and  I  confess  that,  even  with  the  explanation  given,  I 
did  not  understand  it  clearly,  and  I  asked  the  head  of  our  Bureau 
of  Economics  if  he  would  not  consult  the  statistician  of  the  com- 
mission  

The  Chairman  (interposing).  I  would  suggest  that  the 
answer  to  this  question  be  taken  up  to-morrow.  I  would  also 
like  to  have  Mr.  Kruttschnitt  appear  again,  because  I  would  like 
to  have  his  views  on  how  we  can  equalize  rates  throughout  the 
country,  when  we  have  such  a  difference  as  to  the  standardiza- 
tion or  development  of  the  country. 

Mr.  Kruttschnitt.  They  are  both  pretty  difficult  ques- 
tions. Senator,  but  I  will  give  you  the  best  I  know. 
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Senator  Pomerene.  Perhaps  you  can  answer  this  question 
now ;  it  was  suggested  to  me  since  I  was  interrogating  you  a 
moment  ago:  How  many  of  these  freight  cars,  which  you  said 
you  were  building  at  a  cost  of  $2,000  per  car,  have  been  built? 

Mr.  Kruttschnitt.  Oh,  substantially  all,  now.  Two  or 
three  small  contracts  were  let  to  local  concerns  up  in  Seattle, 
which  are  very  slow  in  delivery,  and  they  owe  us  a  few  hundred 
still;  but  all  that  were  built  in  our  shops  are  finished.  ^Ve  let 
about  500  to  outside  contractors  and  they  are  very  slow. 

Senator  Pomerene.  But  they  are  not  exceeding  the  average 
cost  that  you  referred  to? 

Mr.  Kruttschnitt.  No. 

The  Chairman.  The  hour  of  adjournment  having  arrived, 
the  committee  will  now  stand  adjourned  until  to-morrow  morn- 
ing, at  10  o'clock. 

(Whereupon,  at  12  o'clock  noon,  the  committee  adjourned 
until  Thursday,  January  23,  1919,  at  10  o'clock  a.  m.) 


Testimony. 
Mr.  J.  Kruttschnitt  resumed. 

^    ■  January  23,  1919. 

Senator  Kellogg.  Mr.  Kruttschnitt,  I  wanted  to  ask  you 
one  or  two  more  questions.  I  had  not  quite  finished.  I  would 
like  your  opinion  on  this  proposition,  which,  to  my  mind,  is  one 
of  the  most  difficult  questions  we  have  to  meet ;  and  I  will 
illustrate  it  by  an  example :  Between  St.  Paul  and  Chicago,  we 
will  say,  there  are  four  big  lines  of  railway — the  Chicago  Great 
Western,  the  Milwaukee,  the  Burlington,  and  the  Northwestern. 
Now,  a  rate  or  set  of  rates  for  transportation  of  passengers  and 
property,  which  would  give  a  fair  return  upon  a  conservative 
estimate  of  the  value  of  the  Great  Western,  would  pay  altogether 
too  much  to  the  Burlington  and  the  Northwestern,  we  will  say ; 
and  I  presume,  also  to  the  Milwaukee. 

Without  going  into  the  exact  accuracy  of  that  statement,  that 
is  an  illustration  of  what,  to  a  greater  or  lesser  extent,  exists 
betvveen  various  points  all  over  the  country — between  Chicago 
and  Missouri  River  points,  between  Chicago  and  New  York,  and 
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other  places.  Now,  what  do  you  say  to  the  proposition  of  allow- 
ing the  Interstate  Commerce  Commission  to  permit  the  lines 
having  the  big  income  to  help  out  the  Great  Western,  and  to 
divert  traffic  to  it,  so  that  it  may  make  a  greater  income  on  the 
rate  which  would  be  reasonable  to  the  other  lines,  always,  of 
course,  subject  to  the  approval  of  the  commission,  so  that  if 
you  call  it  "pooling,"  it  will  not  be  abused  by  the  railroads — ■ 
preserving  the  general  competition  as  to  service  between  the 
main  lines? 

Mr.  Kruttschnitt.  What  you  have  outlined  is  a  regu- 
lated pool ;  and  I  see  no  objection  to  it.  It  is  really  covered  in 
our  plan  under  the  paragraph  relating  to  elimination  of  unneces- 
sary train  service ;  that  the  elimination  of  unnecessary  train 
service  should  be  encouraged,  and  some  agency — in  our  case  we 
recommended  the  secretary  of  transportation — should  determine 
the  distribution  of  the  earnings  of  the  remaining  trains.  That  is 
our  proposition  in  a  little  dififerent  language,  but  I  see  no  objec- 
tion to  it.    I  think  it  is  all  right. 

Senator  Kellogg.  Do  you  think  the  competition  in  service 
between  the  lines  of  railroad  in  this  country,  between  competitive 
points,  should  be  preserved? 

Mr.  Kruttschnitt.  Unquestionably  we  do.  That  is  the 
keynote  or  keystone  of  our  plan. 

Senator  Kellogg.  Would  there  be  any  interest  there  for 
the  Great  Western  or  the  Burlington,  even  during  the  time  of 
modified  pooling,  if  you  call  it  such,  to  keep  up  good  service  and 
to  show  as  large  a  percentage  to  themselves  as  they  could? 

Mr.  Kruttschnitt.  There  never  was  a  time  when  com- 
petition was  more  bitter,  more  severe  than  when  pooling  was 
permitted.  In  other  words,  assume  that  the  commission,  under  a 
regulating  power  such  as  you  outline,  should  to-day  accord  to 
the  Chicago  Great  Western  on  that  competitive  traffic,  we  will 
say,  a  percentage,  for  sake  of  illustration,  of  20;  the  Chicago 
Great  Western  would  always  hope  to  be  giving  better  service, 
in  order  to  command  a  larger  share  of  that  traffic  and  to  be  able 
sometime  in  the  future  to  reopen  the  question  of  percentages 
and  to  get  a  larger  one.  That  would  be  its  incentive  to  give 
better  service  and  better  facilities. 
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Senator  Kellogg.  Do  you  think,  generally  speaking,  if 
that  were  permitted,  it  would  gradually,  to  a  considerable  extent, 
take  care  of  the  poorer  lines  of  the  country? 

Mr.  Kruttschnitt.  I  would  not  say  "to  a  considerable 
extent,"  but  it  would  to  some  extent.  In  the  case  you  mentioned, 
it  would  take  care  of  the  passenger  traffic  between  Chicago  and 
St.  Paul. 

Senator  Kellogg.  And  of  the  through  freight  traffic — a 
good  deal  of  the  through  freight  traffic? 

Mr.  Kruttschnitt.    Between  those  points? 
Senator  Kellogg.  Yes. 
Mr.  Kruttschnitt.  Yes. 

Senator  Kellogg.  Now,  there  is  one  other  question  that  I 
would  like  to  ask  you,  and  then  I  will  have  concluded.  It  is 
this  question  of  the  joint  use  of  terminals.  What  is  the  objection 
to  the  Interstate  Commerce  Commission  having  the  power  not 
only  to  permit  it — and  I  do  not  know  that  they  need  that  power 
— but  to  require  the  railroads,  where  the  public  interest  would  be 
subserved,  to  use  terminals  together;  that  is,  to  have  joint  use 
of  the  terminals,  and  to  fix  the  compensation  to  be  paid  between 
railroads  for  such  use? 

Mr.  Kruttschnitt.  I  can  not  see  any  objection  to  that. 
There,  of  course,  existed,  up  to  a  few  years  ago,  the  old  theory 
among  owners  of  railroads  that  when  they  had,  by  prudence  and 
foresight,  acquired  certain  positions  of  advantage,  the  matter 
was  settled;  that  those  positions  belonged  to  them;  but  I  think 
railroad  managers  and  owners  have  advanced  with  the  times ; 
that  tlheir  vipws  have  changed  materially ;  that  now!  public 
opinion  rules  that  these  facilities  must  be  used  in  common. 
Before  the  roads  passed  over  to  the  control  of  the  Director 
General,  I  know  that  Mr.  Rea  wrote  a  letter  throwing  open 
the  Pennsylvania  terminals  to  any  and  every  road  that  wanted 
to  use  them. 

Senator  Pomerene.    When  was  that? 

Mr.  Kruttschnitt.  Just  before  the  roads  passed  under 
Federal  control,  at  the  close  of  1917. 

Senator  Watson.  When  the  Railway  War  Board  was 
operating  the  roads? 
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Mr.  Kruttschnitt.  Yes.  The  Southern  Pacific  has  the 
best  terminals  at  San  Francisco,  and  there  was  a  proposition  that 
reached  us — oh,  a  year  or  18  months  before  Federal  control — 
whether  we  would  permit  our  strongest  competitor,  the  Atchison, 
to  go  into  our  Oakland  terminals,  and  we  assented.  We  were 
simply  thrashing  out  the  question  of  terms  at  the  time  Federal 
control  came  on ;  but  we  offered  no  objection,  and  we  told  the 
Atchison  that  we  were  quite  willing  that  they  should  share  the 
use  of  those  terminals.  Now,  as  to  San  Francisco  the  Oakland 
terminals  bear  about  the  same  relation  as  the  Pennsylvania  ter- 
minals do  to  New  York ;  in  other  words,  they  are  in  a  position 
of  advantage  as  to  passenger  traffic  to  and  from  San  Francisco. 

Senator  Kellogg.  While,  of  course,  all  freight  terminals 
in  cities  could  not  have  interchange  of  use  between  railroads, 
certain  large  terminals  might  have ;  is  not  that  true  ? 

Mr.  Kruttschnitt.  Yes.  Indeed,  public  opinion  has 
changed  so  in  that  respect  that  on  the  Pacific  coast,  with  the 
conditions  of  which  I  am  naturally  more  familiar  than  with 
those  in  the  East,  because  our  properties  all  lie  on  that  side  of 
the  continent,  Seattle  and  Tacoma  have  long  had  common-user 
franchises ;  in  other  words,  they  have  declined  to  give  any  road 
an  exclusive  franchise.  If  any  road  wanted  a  franchise  for 
a  track  or  a  switch,  the  franchise  was  granted  with  a  common- 
user  clause.  Thus  any  other  road  coming  in  there  could  use  it 
upon  payment  of  a  fair  share  of  the  cost.  San  Francisco,  in 
adopting  its  new  charter  some  15  or  20  years  ago,  provided  that 
no  franchises  of  any  description  should  be  granted  to  a  road 
without  the  common-user  clause ;  and  every  track  that  we  have 
ever  put  in  San  Francisco  since  that  time,  our  competitor  has 
had  the  right  to  use  by  simply  coming  and  saying  that  he  would 
share  the  cost  of  construction ;  and,  vice  versa,  whatever  he  put 
in,  and  we  wanted  to  use,  we  would  simply  say,  under  the 
charter  clause,  "We  wish  to  use  this  track,  and  we  tender  you 
a  share  of  its  cost,"  and  there  was  no  argument  possible. 

Senator  Kellogg.  Take  Omaha  as  another  fairly  good 
illustration:  The  Union  Pacific  Terminals  in  Omaha  run,  we 
might  say,  right  through  the  heart  of  the  city,  in  a  narrow  val- 
ley, and  extend  from  the  Union  Stock  Yards  to  practically 
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Council  Bluffs,  Iowa.    Every  railroad  running  into  that  city 
has  the  joint  use  of  those  terminals,  has  it  not? 
Mr.  Kruttschnitt.  Yes. 

Senator  Kellogg.  But  there  was  a  time  when  the  Union 
Pacific,  a  good  many  years  ago,  took  the  position  that  it  could 
not  be  compelled  to  grant  that  joint  use.  Now,  what  I  wish  to 
ask  you  is  if  there  is  any  objection  to  the  conmiission  having" 
the  power  to  require  that,  if  one  road  stands  out  and  objects  to 
such  a  joint  use  ? 

Mr.  Kruttschnitt.  There  is  not.  We  have  covered  that 
in  our  plan  by  simply  naming  a  different  agency ;  but,  as  I  said 
yesterday,  in  reply  to  the  chairman's  question,  the  agency  is  a 
question  largely  of  administrative  machinery ;  it  is  not  funda- 
mental to  these  questions  we  are  discussing  here. 

Senator  McLean.  Would  not  that  be  a  matter  of  State 
regulation,  and  do  not  most  of  the  States  already  have  laws  reg- 
ulating the  use  of  terminals 

Mr.  Kruttschnitt.  No. 

Senator  Kellogg.    No;  they  do  not. 

Mr.  Kruttschnitt.  The  State  could  only  regulate  it  as 
in  the  instances  I  gave  here  of  municipalities,  where  new  local 
franchises  were  asked)  for. 

Senator  McLean.    That  is  what  I  meant. 

Mr.  Kruttschnitt.  They  could  regulate  those  as  to  the 
common-user  clause,  but  they  could  not  do  it  as  to  existing 
facilities.    Congress,  however,  could  do  that. 

Senator  Kellogg.  I  do  not  wish  to  ask  any  further  ques- 
tions. 

Senator  Pomerene.  You  were  speaking  yesterday  of  the 
standardization  of  engines,  and  so  forth,  and  you  expressed  the 
thought  that  it  would  not  be  wise  to  standardize  them  because  of 
differences  of  conditions,  which  you  pointed  out.  Now,  before 
the  Director  General  of  Railroads  adopted  the  plan  of  standard- 
ization of  engines,  I  have  been  informed  that  he  had  this  matter 
very  carefully  studied  by  mechanical  experts  representing  all 
of  the  large  transportation  systems  of  the  country.  Is  that 
correct  ? 

Mr.  Kruttschnitt.    I  think  so. 

53 


Senator  Pomerene.  And  do  you  know  who  those  experts 
were  ? 

Mr.  Kkuttschnitt.  I  did  at  that  time;  I  do  not  recall 
them  now.  I  think  Mr.  Vauclain,  of  the  Baldwin  Locomotive 
Works,  was  one ;  I  think  the  superintendent  of  motive  power  of 
the  Chicago  &  North  Western  was  another.  I  did  hear  at  the 
time  who  the  men  were. 

Senator  Pomerene.    You  knew  of  them,  did  you? 

Mr.  Kruttschnitt.    Yes;  I  knew  of  them. 

Senator  Pomerene.  And  they  were  men  of  such  standing 
as  mechanical  engineers  that  their  views  would  command  re- 
spect ? 

Mr.  Kruttschnitt.  Yes. 

Senator  Pomerene.  I  want  now  to  refer  to  the  cars  whicli 
you  were  building.  -      -  ^ 

Mr.  Kruttschnitt.  I  thought  you  were  going  to  continue 
on  the  motive  power  matter.    I  had  not  finished  my  answer. 

Senator  Pomerene.  Very  well ;  if  there  is  anything  you 
wish  to  add. 

Mr.  Kruttschnitt.  I  want  to  say  that  those  men  were 
able  men  and  no  doubt  did  the  best  they  could  to  solve  a  problem 
that  was  unsolvable.  In  other  words,  as  I  have  pointed  out,  you 
can  not  fit,  no  matter  how  able  the  designer  may  be,  one  loco- 
motive to  meet  all  kinds  of  conditions  of  fuel  and  grade  sys- 
tems ;  but  I  have  no  doubt  that  these  men  did  the  very  best  that 
could  be  done  as  to  the  problem  that  was  placed  before  them, 
which,  I  understand,  was  to  design  a  locomotive  that  should  be 
standard.  Now,  they  no  doubt  did  the  best  they  could,  but  the 
result,  as  I  stated  yesterday,  was  a  compromise ;  it  does  not  fit 
any  situation  fully,  but  it  fits  all  situations  fairly.  But  the  dififer- 
ence  between  the  fairly  ef¥icient  on  a  railroad,  and  the  most 
efficient,  may  represent  the  margin  between  success  and  bank- 
ruptcy. 

Senator  Pomerene.  If  I  understand  you,  then,  you  mean 
to  leave  with  the  committee  the  thought  that  while  they  did  the 
best  they  could,  because,  perhaps,  they  were  asked  to  do  it,  the 
result  may  not  have  represented  their  own  personal  views  as 
to  whether  it  was  practicable  or  not 
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Mr.  Kruttschnitt.  That  is  my  opinion,  because  I  know 
very  well  that  when  we  have  gone  to  the  same  people  for  a  loco- 
motive for  the  Southern  Pacific,  as  best  for  our  conditions,  we 
had  other  locomotives  than  these  standard  ones  proposed  to  us. 

Senator  Kellogg.  Mr.  Kruttschnitt,  is  it  not  a  fact  that 
while  Mr.  Vauclain  was  put  on  that  commission  by  the  Director 
General,  the  president  of  the  Baldwin  Locomotive  Works  had 
published  articles  stating  that  the  standardization  of  engines 
was  absolutely  impracticable ;  and  that  some  of  the  men,  or  most 
of  the  men,  on  that  commission  considered  it  impracticable,  but 
they  were  simply  told  they  had  to  do  it,  whether  it  was  prac- 
ticable or  impracticable  ? 

Mr.  Kruttschnitt.  I  can  only  infer  the  instructions  they 
got.  I  am  familiar  with  Mr.  Alba  Johnson's  article,  which  ap- 
peared about  that  time.  He  is  president  of  the  Baldwin  Locomo- 
tive Works,  and  he  did  practically  give  the  same  opinion  that 
I  am  giving  to  the  committee  now — that  standardization  was 
impracticable.  Now,  as  to  the  time  of  delivery,  I  do  not  think 
there  is  anything  much  in  that,  for  the  reason  that  the  Baldwin 
Locomotive  Works,  the  American  Locomotive  Works,  and  the 
Lima  Works,  which  are  the  three  large  works  in  this  country, 
have  on  file  in  their  offices  complete  plans  and  specifications  for 
all  of  our  locomotives,  and  they  have  the  same  for  every  im- 
portant system  in  the  country ;  and  had  the  delivery  of  material 
been  assured,  there  would  have  been  no  trouble  at  all  for  the 
Southern  Pacific,  the  Pennsylvania,  or  the  Baltimore  &  Ohio 
to  have  gotten  locomotives  delivered  to  their  standards — locomo- 
tives that  would  have  operated  on  their  properties  with  the  max- 
imum of  efficiency,  and  not  with  compromised  efficiency. 

Senator  Pomerene.    Is  that  all  you  care  to  say  on  that? 

Mr.  Kruttschnitt.    On  the  locomotives ;  yes. 

Senator  Pomerene.  Then,  I  want  to  ask  you  one  further 
question  about  these  cars:  If  I  recall  your  testimony  of  yester- 
day, you  said  that  the  Director  General  was  of  the  opinion  that 
you  needed  2,000  cars  more  than  those  which  you  had  arranged 
for  building  in  your  own  shops? 


55 


Mr.  Kr  UTTSCiiNi'i  r.  Yes.  When  the  allotment  was  first 
made  to  us,  and  the  order  issued  that  we  should  take  these  and 
pay  for  them,  I  wrote  the  Director  General  very  fully,  telling 
him  exactly  what  our  program  has  been,  how  many  of  the  cars 
provided  by  us  had  at  that  time  been  delivered,  how  many  were 
yet  to  be  delivered,  and  gave  him  facts  to  show  that  we  were 
amply  equipped  for  doing  all  the  business  that  was  offered  to 
the  Southern  Pacific. 

Senator  Pomerene.  Let  me  ask  you  the  question  directly : 
Did  you  need  these  2,000  cars  at  that  time,  in  your  judgment? 

Mr.  Kruttschnitt.  We  did  not,  and  that  was  the  object 
of  my  letter  to  him;  and  his  reply  was  that  the  matter  had  been 
looked  into,  and  that  Mr.  Gray  had  reported  on  the  matter  that 
they  thought  we  did  need  them,  and  they  insisted  that  we  should 
take  them. 

Senator  Pomerene.  If  you  had  needed  those  2,000  cars  at 
that  time  could  you  have  built  them  in  your  own  shops  at  the 
price  which  the  5,200  cost  you? 

Mr.  Kruttschnitt.  Had  we  needed  the  cars  we  should 
have  asked  for  a  continuation  of  the  policy  that  we  pursued  at 
the  time  we  went  under  Federal  control,  and  that  was  that  we 
had  capacity  in  our  shops  to  build  in  a  year  4,000  or  5,000  freight 
cars,  and  we  should  have  asked  to  be  allowed  to  build  the  cars 
ourselves.  .     .  _  . 

Now,  as  to  the  second  part  of  your  question :  No ;  we 
could  not  have  built  the  cars  at  the  price  that  I  have  mentioned 
yesterday  at  any  time  after  the  time  to  which  that  price  applied. 
I  tried  to  make  it  clear  to  the  committee  that  the  prices  that  I 
gave  that  those  cars  were  costing  us  were  given  by  me  by  the 
presidents  of  our  two  systems  in  the  spring  of  1918.  That  was 
the  cars  they  were  then  turning  out.  Now,  at  that  time  there 
had  been  some  increases  in  the  pay  of  shopmen,  but  nothing 
like  the  increases  that  have  been  made  since  then ;  and  I  do  not 
mean  to  say  that  we  could  continue  building  cars  at  the  prices 
I  gave,  because  those  prices  related,  as  I  want  to  make  very 
clear  to  the  committee,  to  the  middle  of  May,  1918. 

Senator  Pomerene.  Are  you  able  to  state  at  what  price 
you  probably  could  have  built  them? 
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Mr.  KRUTTSCHNiTf.    Now  ? 

Senator  Pomerene.  No  ;  at  the  time  that  these  2,000  were 
allotted  to  you ;  at  what  price  could  you  probably  have  built  them 
at  that  time? 

Mr.  Kruttschnitt.  At  that  time  I  do  not  think  the  large 
increases  had  been  given  to  the  shopmen.  I  could  not  tell  you, 
because  since  Federal  control  the  corporation  officers,  naturally, 
have  not  been  as  familiar  with  the  details  of  their  properties  as 
they  were  before.  In  other  words,  I  do  not  know  exactly  what 
it  would  cost  to  build  a  car  in  our  shops  now. 

Senator  Pomerene.    I  think  that  is  all  I  care  to  ask. 

Senator  Watson.  Mr.  Kruttschnitt,  some  of  us  were  away 
yesterday  attending  a  Republican  conference,  which,  of  course, 
is  far  more  important  than  any  mere  railroad  matter. 

Senator  Pomerene.  You  do  not  expect  any  of  us  to  accept 
that  statement,  do  you?  [Laughter.] 

Senator  Watson.  And  I  did  not  hear  your  testimony.  I 
v.'ant  to  ask  you  whether  or  not  you  went  into  the  question  of  the 
relationship  between  the  Interstate  Commerce  Commission  and 
the  various  State  commissions  in  your  testimony  yesterday,  and 
gave  your  views  as  to  how  that  whole  matter  could  be  adjusted? 

Mr.  Kruttschnitt.  No;  nothing  more  than  reading  or 
making  some  allusion  to  our  plan,  which  covers  that. 

Senator  Watson.  Do  you  care  to  go  further  into  detail 
about  that?  '      i  {3!  "Is:  j 

Mr.  Kruttschnitt.  Our  plan,  as  you  know,  suggests 
compulsory  Federal  incorporation. 

Senator  Watson.  Yes. 

Mr.  Kruttschnitt.  Which  would  solve  a  great  many  of 
those  questions.  As  to  the  jurisdiction  of  the  Interstate  Com- 
merce Commission  and  the  State  commissions  over  rates,  we 
thought  when  we  drew  up  the  plan,  and  we  think  now,  that  the 
Supreme  Court's  decision  in  the  Shreveport  rate  case  has  really 
settled  that  matter;  and  that  it  would  conduce  to  a  better  under- 
standing and  interpretation  of  that  decision  if  certain  affirmative 
legislation  were  had,  simply  emphasizing  and  repeating  the  con- 
clusions of  the  Supreme  Court ;  that  is  to  say,  that  State  rates 
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can  not  be  manipulated  so  as  to  interfere  with  interstate  rates. 
It  seemed  to  us  that  if  the  spirit  and  the  letter  of  that  decision 
were  followed,  there  ought  not  to  be  any  great  difficulty,  be- 
cause the  highest  court  in  the  land  has  really  passed  on  the 
relations  of  the  commissions  to  each  other. 

Senator  Watson.  Yes.  I  did  not  know  whether  you  had 
gone  into  the  matter  in  detail. 

Mr.  Kruttschnitt.  No. 

Senator  Watson.    I  just  wanted  to  hastily  get  your  views. 

Mr.  Kruttschnitt.  I  have  this  answer,  Senator  McLean, 
that  you  asked  me  to  prepare.  '  '  ■ 

Senator  McLean.  Yes ;  I  asked  you  about  the  surplus  item 
in  the  1918  report.  Mr.  Thorn  said  it  was  really  a  misnomer, 
and  represented  merely  the  difference  between  the  assets  and 
the  liabilities.  The  surplus  apparently  increased  as  the  net 
operating  income  decreased,  and  I  would  like  to  know  what  effect 
that  surplus  would  have  upon  the  credit  of  the  roads.  Appar- 
ently, it  is  pretty  large,  but  does  not  represent  very  much  cash. 

Mr.  Kruttschnitt.  I  have  prepared  here,  in  order  to 
answer  your  question,  a  statement  explaining  just  how  the  sur- 
plus accrued  from  1915  to  1916.  That  is  the  latest  accretion  to 
the  surplus,  and,  as  I  remember  it,  pehaps  the  largest  one,  on 
Mr.  Clark's  statement.  I  have  had  these  statements  made  in 
multiple,  and,  perhaps,  if  you  have  them  before  you,  the  explana- 
tion, which  at  best  is  not  an  easy  one  to  make,  would  be  clearer. 

Senator  Watson.  Have  you  made  your  statement  a  part 
of  the  record? 

Mr.  Kruttschnitt.    No  ;  but  I  should  like  to. 

Senator  Watson.  Mr.  Chairman,  I  think  this  statement 
should  be  made  a  part  of  the  record. 

Senator  Pomerene.    Yes ;  I  think  so.    It  is  so  ordered. 

(See  statement  on  page  75.) 

Mr.  Kruttschnitt.  On  the  first  page  of  the  statement 
before  you  the  figures  are  copied  from  the  Interstate  Commerce 
Commission's  statistics  of  railways,  1916,  page  51.  The  average 
operated  mileage  represented  $257,511.82.  The  operating  income: 
First,  the  net  revenue,  which  is  excess  of  revenues  over  oper- 
ating expenses,  of  eleven  hundred  and  ninety-five  million  dollars. 


58 


Railway  tax  accruals,  one  hundred  and  fifty-one  million;  uncol- 
lectible railway  revenues,  eight  hundred  and  twenty-two  thou- 
sand, making  the  Railway  Operating  Income  ten  hundred  and 
forty-three  million  dollars,  which  is  substantially  the  figure  that 
appears  on  Mr.  Clark's  large  statement.  To  that  has  been  added 
$3,439,000  of  miscellaneous  operating  income,  making  the  total 
Operating  Income  $1,046,000,000. 

These  figures  so  far,  I  want  to  repeat,  are  simply  copied 
so  as  to  put  them  before  you,  from  the  Interstate  Commerce 
Commission's  printed  report  or  income  account,  which  gives  a 
total  operating  income  of  $1,046,000,000. 

Now,  to  that,  as  Mr.  Thom  has  testified,  there  are  various 
items  of  non-operating  income  to  be  added.  Those  aggregate 
$188,204,000,  and  are  detailed  in  the  list  at  the  left  of  that  figure 
on  the  first  page.  You  will  see  what  items  make  up  that  $188,- 
000,000.  That  gives  a  Gross  Income  of  $1,234,000,000.  In  this 
same  printed  statement  of  the  commission  there  are  deductions 
from  gross  income  that  aggregate  $563,263,000.  The  details  of 
those  deductions  are  given  in  the  column  on  the  left,  leaving  a 
Net  Income  of  $671,398,000,  which  is  the  figure  in  the  published 
statement  of  the  commission. 

Now,  the  question  is,  what  was  done  with  that  $671,000,000? 
There  were  dividend  appropriations  of  $340,000,000;  there  was 
stock  and  debt  discount  extinguished  of  $22,900,000,  and  miscel- 
laneous appropriations  of  $18,819,000,  totaling  $382,187,000, 
leaving  a  balance  for  the  year  of  $289,210,000.  There  was  a 
small  adjustment  of  the  profit  and  loss  account,  resulting  in  a 
debit  of  $377,000,  leaving  the  final  surplus  for  the  year  $288,833,- 
000.  Now,  that  was  the  actual  corporate  surplus  for  the  year  in 
actual  money. 

On  Commissioner  Qark's  statement  the  surplus  in  1916  was 
given  as  $1,935,000,000,  and  as  the  surplus  at  the  close  of  1915 
was  $1,556,000,000,  the  difiference,  or  the  increase  in  the  surplus 
for  the  year  is  $378,000,000,  which  is  larger  than  the  surplus  of 
$288,833,000  in  the  income  account  of  the  commission  by  $89,- 
398,000.  You  may  say  that  the  income  surplus  of  $288,833,000 
shown  in  the  commission's  printed  statement  is  an  actual  money 
or  cash  surplus.    Now,  the  question  is.  Whence  does  this  differ- 

59 


ence  of  nearly  $90,000,000  arise?  I  want  to  say  that  for  this 
explanation  I  am  indebted  to  the  courtesy  of  the  statistician  of 
the  Interstate  Commerce  Commission.  It  was  impossible,  from 
Mr.  Clark's  statement,  for  anyone  who  did  not  know  how  it  was 
made  up  to  give  the  information  that  I  am  giving  you,  and  I 
want  to  express  my  indebtedness  publicly  to  his  courtesy  in 
working  up  this  explanation  for  you. 

A  comparison  of  the  accounts  of  the  several  railways  as 
of  June  30,  1915,  and  June  30,  1916,  shows  that  changes  in 
surplus  during  the  year  occurred  because  of  the  following  book- 
keeping factors:  (1)  Reorganizations,  consolidations,  and 
mergers — deficits  written  off,  $58,884,207 ;  surplus  written  off, 
$4,698,538;  net  increase  in  surplus,  $54,185,669.  (2)  Increase 
in  investment  account  because  of  earlier  appropriations  of  in- 
come, not  written  in  through  the  income  account  for  1916,  $34,- 
466,198.  That  means  that  during  the  year  1916  corrections  or 
increases  in  investment  accounts  were  sent  in  by  various  carriers 
that  aggregated  $34,466,000.  (3)  That  leaves  other  factors  to 
be  accounted  for  aggregating  $746,951. 

( 1 )  Reorganizations,  consolidations,  and  mergers.  The 
termination  of  railway  receiverships  frequently  results  in  wiping 
out  a  corporate  deficit,  which  appears  at  the  beginning  of  the 
year,  but  disappears  during  the  year,  although  there  is  no 
corresponding  change  in  amount  of  capital  outstanding  or  in 
tiie  investment  in  property. 

Somewhat  similar  to  changes  in  the  surplus  account  because 
of  reorganizations  are  changes  that  come  about  through  con- 
solidation or  merger.  The  absorption  of  smaller  roads  by  larger 
roads  is  constantly  going  on,  and  as  the  small  roads  are  usually 
roads  with  corporate  deficits,  it  follows  that  the  merger  in  most 
cases  results  in  a  writing  off  of  the  deficit  without  a  correspond- 
ing change  in  capital  or  investment.  Any  writing  off  of  a  deficit 
tends,  of  course,  to  increase  the  corporate  surplus  as  a  whole. 
In  cases  of  this  sort  the  transaction  may  be  described  as  one  in 
which  the  property  remains  but  the  deficit  disappears. 

Of  the  same  sort,  but  in  the  opposite  direction,  is  a  reorgani- 
zation or  consolidation  in  which  the  corporate  surplus  is  written 
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off  without  corresponding  cliange  in  the  amount  of  capital  or 
of  property.  Cases  of  this  kind  are  less  frequent  than  those 
in  which  deficits  disappear. 

The  foregoing  table  indicates  that  the  aggregate  change  in 
corporate  surplus  due  to  the  writing  off  of  deficits  was  $38,884,- 
207  (24  roads  being  covered  in  this  aggregate),  while  the  aggre- 
gate change  due  to  the  writing  off  of  surplus  was  $4,698,538 
(seven  roads  being  covered  in  this  aggregate).  The  net  change 
was  the  difference  between  these  two  aggregates,  or  $54,185,669, 
and  represents  net  deficit  written  off ;  that  is,  addition  to  net 
surplus. 

(2)  Earlier  appropriations:  Other  changes  are  those 
made  by  roads  in  their  investment  account  by  means  of  which 
amounts  expended  out  of  income  for  investment  in  physical 
property  prior  to  July  1,  1907,  are  brought  into  the  investment 
account.  Changes  of  this  nature  do  not  appear  in  the  income 
account  of  the  year  in  which  made.  There  were  four  such  cases 
in  1916,  the  aggregate  of  the  surplus  additions  being  $34,466,198. 

(3)  Other  factors:  There  remains  an  unexplained  differ- 
ence of  $746,951.  This  amount  may  be  accounted  for  in  a  gen- 
eral way,  as  follows :  In  the  first  place,  the  railroads  covered 
by  the  tabulations  of  the  Interstate  Commerce  Comixiission  in 
one  year  are  rarely,  if  ever,  exactly  the  same  roads  included  in 
the  tabulations  of  the  year  next  preceding  or  succeeding.  Some 
small  roads  may  fail  to  report  in  time,  or  their  reports  are  found 
to  be  incomplete  or  otherwise  defective,  so  that  the  aggregates 
of  any  one  year  are  not  strictly  comparable  with  those  of  the 
preceding  year.  In  1916,  for  example,  the  commission  included 
in  its  income  account  the  operations  of  257,512  miles  of  road  ; 
in  1915,  of  256,214  miles.  The  difference  of  1,298  miles  in  favor 
of  1916  is  not  fully  accounted  for  by  newly-constructed  railway 
mileage,  which  in  1916  was  less  than  1,000  miles;  in  part,  it 
undoubtedly  represented  the  addition  of  small  roads  not  included 
in  1915.  To  the  extent  that  roads  of  this  class  had  corporate 
surpluses  or  deficits  at  the  beginning  of  1916,  their  inclusion 
would  affect  the  change  in  the  consolidated  surplus  of  all  roads 
during  the  year.    In  the  second  place,  railways  sometimes  report 
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adjustments  or  corrections  in  their  balance-sheets,  which  are  not 
received  by  the  commission  in  time  for  tabulation,  but  affect 
the  comparison  of  balance-sheet  items  of  the  current  year  with 
those  of  the  year  next  succeeding. 

These  various  factors  were  discussed  by  the  commission  in 
its  annual  statistical  report  for  1912  (Statistics  of  Railways, 
1912,  pp.  50-51),  as  follows: 

Principally  because  of  corporate  changes  occurring  within  the 
perioH<;  nnder  consideration,  it  has  been  considered  impracticable 
to  attempt  a  compilation  wherein  would  be  included  the  returns  of 
such  companies  only  as  were  represented  by  annual  reports  for  both 
years.  The  data  for  1912  include  the  results  of  the  operation  of 
newly  constructed  mileage  covered  by  annual  reports  for  that  year, 
as  well  as  of  some  roads  for  which  no  annual  reports  for  1911  were 
filed.  The  figures  exclude  returns  for  those  roads,  the  statements 
of  which  were  incomplete  or  inaccurate  for  either  year,  so  that 
variations  between  the  two  years  exist  on  this  account  also.  The 
average  mileage  operated  (including  trackage  rights)  during  the 
periods  under  consideration  was  246,828.74  miles  for  1912  and 
243,433.61  miles  for  1911.  It  will  therefore  be  seen  that  the  figures 
for  the  two  years  can  not  be  accepted  in  detail  as  being  more  than 
roughly  comparable. 

After  commenting  on  a  specific  difference,  the  commission 
adds : 

It  is  largely  due  to  the  effect  of  such  conditions  as  the  following: 
Corporate  changes  in  reporting  companies ;  authorized  changes  in 
1911  returns  made  after  the  closing  of  tabulations  of  that  year;  the 
inclusion  in  the  1912  figures  for  a  few  important  companies  of 
amounts  representing  certain  operations  not  previously  shown  in 
their  reports ;  and  variations  due  to  differences  in  the  lists  of 
corporations  covered  by  the  tabulations  for  the  two  years. 

Virtually  the  same  comment  could  be  made  with  reference 
to  the  comparison  of  the  tabulations  of  1916,  as  compared  with 
1915. 

In  other  words,  that  is  the  general  explanation.  I  quote 
the  general  explanation  of  the  commission,  which  gives  you  the 
explanation  for  1915  and  1916  in  detail. 

Senator  Pomerene.    Are  there  any  further  questions? 

Senator  Cummins.  I  was  not  present  during  the  entire 
statement  by  Mr.  Kruttschnitt,  and  I  shall  not  attempt,  there- 
fore, any  general  examination ;  but  a  question  put  by  Senator 
Kellogg  prompts  this  inquiry:    He  instanced  the  situation  be- 
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tween  St.  Paul  and  Chicago,  connected  by  four  big  roads,  and 
asked  if  the  difficulty  that  he  attributed  to  the  Great  Western 
could  be  obviated  by  some  kind  of  pooling  arrangement  between 
the  four  roads.  I  think  you  answered  that  it  could  be.  I 
assume  you  mean  a  voluntary  pool  initiated  by  the  railroad  com- 
panies, and  approved  by  some  governmental  authority? 

Mr.  Kruttschnitt.  That  way,  if  you  choose;  but  the 
Senator's  question,  as  I  remember  it,  was  whether  I  saw  any 
objection  or  difficulty  in  the  commission  deciding  how  the  aggre- 
gate revenues  of  all  roads  should  be  divided.  I  do  not  see  any 
objection  to  the  plan,  as  stated  by  you — that  is,  that  the  roads 
themselves  should  agree  to  it,  subject  to  the  approval  of  the 
commission. 

Senator  Cummins.  Did  you  mean  to  say  that  you  saw  no 
objection  in  that  case  to  a  compulsory  division  of  earnings? 

Mr.  Kruttschnitt.  Yes,  I  said  substantially  that;  that  is, 
that  the  carriers  could  divide,  subject  to  the  approval  of  the 
commission.  That  is  the  same  as  saying  "compulsory,"  because 
the  commission,  by  not  approving,  could  finally  bring  the  division 
to  what  they  thought  was  correct. 

Senator  Cummins.  Precisely ;  but  do  you  recognize  that 
in  such  a  case  there  must  be  an  assent  of  the  four  roads  before 
there  can  be  a  division  of  earnings? 

Mr.  Kruttschnitt.  Under  present  conditions,  I  suppose 
I  would  have  to  answer  that  "yes,"  that  there  should  be  their 
consent;  but  the  Senator's  question  was — or  I  assumed  it  was — 
that  there  would  be  legislation  that  would  require  a  submission  to 
the  authority  of  the  commission. 

Senator  Cummins.  There  are  two  very  different  things; 
that  is,  the  assent  of  the  commission  or  the  approval  of  the  com- 
mission given  to  a  voluntary  arrangement  is  one  thing,  and  the 
compulsory  division  of  earnings  of  different  roads  is  quite  an- 
other, both  from  a  legal  and  practical  standpoint,  I  think.  . 

Mr.  Kruttschnitt.  Yes. 

Senator  Cummins.  Now,  if  the  pool  or  division  is  to  be 
initiated  by  and  to  be  the  voluntary  act  of  the  railroads  involved, 
what  possible  object  would  that  give  the  Burlington,  the  St.  Paul, 
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or  the  Northwestern  for  helping  the  Chicago  Great  Western  by 
giving  it  more  earnings  than  it  would  earn  under  normal  con- 
ditions 

Mr.  Kruttschnitt.    Why,  by  helping  themselves. 

Senator  Cummins.    But  how  could  they  help  themselves? 

Mr.  Kruttschnitt.  By  doing  away  with  unnecessary 
train  mileage.  First,  they  help  themselves  that  way.  Well,  I 
should  not  say  "first."  That  is  really  the  way  in  which  they 
would  help  themselves,  by  saving  expense.  They  save  it  to  them- 
selves, and,  of  course,  there  is  more  net  to  divide ;  and,  subject 
always  to  approval  by  proper  authority,  the  carriers  could  agree 
on  a  division  of  the  revenues  from  running  the  remaining  trains, 
which  would  probably  give  them  as  much  as,  or  it  is  conceivable, 
more  than,  they  got  before,  through  the  elimination  of  unneces- 
sary service. 

Senator  Cummins.  But  the  object  of  the  arrangement,  in 
order  to  accomplish  the  purpose,  must  be  to  enable  the  Chicago 
Great  Western  to  earn  more  than  it  earned  before  the  arrange- 
ment was  made.   Otherwise  it  would  not  help  that  road,  would  it? 

Mr.  Kruttschnitt.  But  if  the  consummation  of  the  ar- 
rangement is  made  contingent  on  the  fact  that  the  carriers  are  to 
agree — and,  according  to  your  question,  I  thought  that  was 
inferable — that  is,  that  the  carriers  got  together  and  agreed  that 
they  would  like  to  take  off  unnecessary  train  service,  and  that 
in  order  to  bring  that  about  they  would  consent  to  a  division  of 
the  earnings  on  a  percentage  basis  of  a  regulated  pool. 

Senator  Cummins.  You  see  no  way,  then,  in  which  it 
would  be  helpful,  except  to  take  ofif  some  trains  that  were  being 
run  by  all  the  companies  ? 

Mr.  Kruttschnitt.  I  am  not  overfamiliar  with  that  sit- 
uation; but,  as  I  understand  it,  it  is  this,  that  at  certain  times 
of  the  day — you  say  there  are  four  roads;  I  do  not  know  how 
many  there  are,  but  we  will  assume  four  for  the  sake  of  the 
argument — the  four  roads  start  out  four  trains  at  precisely  or 
about  the  same  time,  and  those  trains  are  about  one-quarter 
loaded,  and  that  the  public  would  be  no  less  well  seiwed  if  one 
train  started  out  fully  loaded,  and  the  expense  of  the  three 
uould  be  saved.  ,    ■  • 
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Senator  Cummins.  Would  that  same  reasoning  apply  to  the 
freight  traffic? 

Mr.  Kruttschnitt.    To  a  certain  extent;  yes. 

Senator  Cummins.  Then,  what  you  have  in  mind  is  the 
saving  of  cost  in  operation  by  decreasing  the  number  of  trains 
that  would  be  run  between  the  two  places 

Mr.  Kruttschnitt.  That  is  one  way,  of  course,  of  de- 
creasing the  expenses  of  operation  by  giving  the  service  with  the 
requisite  number  of  trains  apd  no  more.  Now,  to  answer  your 
question  about  the  freight  a  little  more  fully,  if  there  are  four 
roads  running  local  freight  trains  between  Chicago  and  St.  Paul, 
we  will  say,  each  one  running  six  to  eight  cars,  it  is  quite  pos- 
sible, from  my  conception  of  the  territory  between  those  two 
places,  to  run  a  freight  train  with,  we  will  say,  four  times  8 
cars,  or  32  cars,  which  would  carry  the  cars  for  all  of  those 
roads,  and  there  would  be  one  train  service  instead  of  four. 
Now,  anything  that  reduces  the  cost  of  operation  defers  the 
time  when  the  roads  will  have  to  apply  for  better  rates  or  higher 
rates. 

Senator  Cummins.  The  conclusion,  it  seems  to  me,  from 
that  argument  is  that  those  four  roads  ought  to  be  owned  by 
one  corporation,  either  the  United  States  or  some  private  cor- 
poration, if  they  are  to  be  used  in  the  way  you  suggest? 

Mr.  Kruttschnitt.  There  is  other  freight  than  that  be- 
tween Chicago  and  St.  Paul,  and  the  Chicago-St.  Paul  mileage 
of  these  four  roads,  is  in  every  case,  as  I  understand  it,  a  part 
of  a  very  much  more  extensive  mileage  that  is  serving  large 
territories. 

Senator  Cummins.  Yes.  I  do  not  mean  that  the  physical 
facilities  should  be  diminished,  but  taking  the  one  instance  of 
consolidation  in  operation  between  Chicago  and  St.  Paul,  every 
object  that  you  suggest  could  be  accomplished  through  a  pool 
could  be  accomplished  by  a  common  ownership  of  the  four  roads. 

Mr.  Kruttschnitt.  One  very  important  thing — and  per- 
haps the  most  important — would  not  be  accomplished  by  the  plan 
you  suggest.  A  common  ownership  would  absolutely  eliminate 
competition;  there  would  be  no  object  whatsoever,  if  one  road 
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owned  the  four  lines,  or  if  the  United  States  Government  owned 
the  four  Hues,  to  give  any  improved  service  whatsoever.  Without 
wanting  to  criticize  in  a  hostile  manner,  I  think  the  consolidation 
of  train  service  during  Government  control,  which  was  done 
for  war  necessities,  has  deprived  the  public  of  a  great  many 
accommodations  which  were  highly  appreciated  and  which  it 
wants.  I  saw  this  morning  in  the  paper  that  the  Director  General 
in  an  address  says  that  the  passenger  men  must  get  together  and 
arrange  to  give  the  public  back  these  accommodations,  of  which 
they  were  deprived  during  the  war.  .     -  . 

Under  Government  ownership  or  common  ownership,  the 
incentive  to  compete  would  be  lost.  In  answer  to  Senator  Kel- 
logg's  question,  I  stated,  taking  the  hypothetical  case  that  he  put, 
that  if  the  Great  Western  were  allotted  a  certain  percentage  of 
this  traffic  between  Chicago  and  St.  Paul,  say,  on  the  1st  of 
January,  1919,  it  would  immediately,  looking  to  its  future  wel- 
fare, begin  to  plan  how  much  it  could  increase  its  share  of  the 
traffic  between  those  points,  because  the  Interstate  Commerce 
Commission's  allocation  of  the  earnings  would  naturally  be  pro- 
portionate to  the  traffic  that  each  road  could  control,  and  it  would 
begin  to  endeavor  to  increase  its  traffic,  so  that  in  one  year  or 
two  years  it  could  go  to  the  commission  and  say,  "Your  award 
of  our  percentage  of  the  total  traffic  might  have  been  all  right 
on  January  1,  1919,  but  on  January  1,  1921,  it  is  all  wrong. 
See  how  much  traffic  we  are  now  carrying,"  and  if  they  were 
controlling  a  larger  proportion  of  the  traffic,  the  commission 
would  necessarily  have  to  change  their  percentage  and  to  raise 
it.  There  comes  in  the  spur  of  competition,  which  would  be 
totally  absent  under  Government  ownership  or  common  owner- 
ship. .  ' 

Senator  Cummins.  I  was  not  referring  especially  to  Gov- 
ernment ownership  but  to  a  common  ownership. 

Mr.  Kruttschnitt.  Pardon  me;  I  thought  your  question 
said  "either  common  ownership  or  Government  ownership." 

Senator  Cummins.  It  did  say  that,  but  I  included  also  the 
common  ov/nership. 

Mr.  Kruttschnitt.  Well,  my  answer  applies  either  to  the 
one  or  the  other. 
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Senator  Cummins.  Yes.  Your  solution,  then,  of  that  dif- 
ficulty is  to  reduce  the  cost  of  transportation  by  the  elimination 
of  unnecessary  service  imposed  by  a  regulation  of  the  Govern- 
ment and  a  division  of  the  earnings  between  common  points  in 
some  way  satisfactory  to  the  commission? 

Mr.  Kruttschnitt.  I  do  not  object  to  my  answer  being 
generalized  and  to  make  it  apply  all  over  the  country,  with  this 
qualification,  that  the  unification  of  service,  which  is  just  another 
way  of  stating  the  elimination  of  unnecessary  service,  should  be 
made  only  when  the  public  interest  demands,  subject,  of  course, 
always  to  the  approval  of  some  regulating  authority.  There  are 
certain  striking  examples.  Senator  Kellogg  instanced  one;  the 
Chicago-Denver  service  is  another;  the  Chicago-Kansas  City 
passenger  service  is  a  third ;  and  really  the  transcontinental  serv- 
ice IS  another.  The  train  service  from  the  Mississippi  Valley 
points  to  the  Pacific  coast  before  the  Director  General  reduced 
it  was  very  largely  overdone. 

Senator  Cummins.  And  you  would  apply  the  same  rule 
to  the  travel  from  the  eastern  part  of  the  country  to  the  Pacific 
coast?  That  is,  you  would  have  the  Government  say  in  some 
form  or  other  how  much  of  that  travel  should  go  over  the  south- 
ern route  through  New  Orleans,  and  how  much  should  go  over 
the  Atchison,  Topeka  &  Santa  Fe,  and  how  much  over  the  Union 
Pacific,  and  how  much  over  the  Great  Northern  and  Northern 
Pacific  ? 


Mr.  Kruttschnitt.  I  think  I  would  approach  it  more 
gradually  than  that.  Our  plan  was  that  the  Government  should 
permit  the  carriers  to  do  this.  I  still  think  that  is  the  better  plan. 
If  the  carriers  did  not  do  it  and  there  were  urgent  reasons  why 
it  should  be  done,  I  do  not  see  why  the  Government  should  not 
step  in  and  say  to  the  carriers  between  those  points,  "You  are 
wasting  money  here  by  lavish  train  service.  Now,  get  together 
and  reduce  it  and  see  if  you  can  not  serve  the  public  perfectly 
well  with  less  train  service."  And  I  would  say  as  a  third  plan 
that  if  they  declined  to  do  it  I  would  not  object  to  seeing  the 
Government  come  in  and  do  it  or  to  say,  "If  you  do  not  do  it, 
we  will  do  it  for  you." 
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Senator  Cummins.  I  was  led  to  ask  those  questions  be- 
cause you  may  remember  when  we  were  discussing  before  the 
committee  in  1917  the  bill  with  regard  to  priorities  and  other 
things  of  that  kind,  Mr.  Thorn  argued  very  earnestly,  and  some 
of  us  thought  rather  conclusively,  that  it  was  not  within  the 
power  of  the  Government  to  compel  a  division  of  earnings;  that 
that  would  be  taking  the  property  of  one  company  and  giving  it 
to  another ;  and  that  it  could  only  be  done  through  the  ascertain- 
ment of  just  compensation  under  the  Constitution? 

Mr.  Kruttsciinitt.  Well,  that  is  a  legal  point  that  I  am 
not  competent  to  argue  with  you. 

Senator  Cummins.  I  have  nothing  further  to  ask.  I  will 
be  compelled  to  go  to  the  Senate  now;  it  meets  at  11  o'clock. 
I  think  it  was  understood  that  Mr.  Thorne  was  to  come  on 

Senator  Pomerene.  I  am  advised  by  the  committee  that 
the  shippers  are  to  be  heard  after  Mr.  Kruttschnitt. 

Senator  Cummins.  Well,  Mr.  Thorne  represents  the  ship- 
pers, or  some  of  the  shippers,  anyhow,  and  I  am  very  anxious  to 
be  here  when  he  gives  his  testimony.  I  suggest  that  it  might  be 
well  to  adjourn  now  until  tomorrow,  after  this  witness  has 
concluded. 

Senator  Townsend.  I  have  no  objection  to  adjourning  now. 
I  do  not  care  to  ask  the  witness  any  questions. 

Senator  Watson.  Do  I  understand  you  to  say,  Mr.  Krutt- 
schnitt, that  you  believe  in  an  arrangement  that  will  permit  the 
railroads  themselves  to  initiate  a  movement  by  which  they  shall 
distribute  freight,  on  the  lines  heretofore  suggested,  and  under 
the  conditions  heretofore  described,  or  that  each  road  shall  haul 
all  the  freight  and  get  all  the  traffic  it  can,  and  have  the  Interstate 
Commerce  Commission  distribute  the  profits  or  proceeds? 

Mr.  Kruttschnitt.    Will  you  read  that  question  ? 

Senator  Watson.  I  mean  by  that :  Are  the  roads  to  dis- 
tribute the  freight  or  the  traffic,  or  are  they  to  distribute  the 
proceeds  from  the  traffic?  We  have  been  discussing  the  question 
here,  for  instance,  as  to  whether  or  not  the  four  roads  running 
from  St.  Paul  and  Minneapolis  down  to  Chicago  should  dis- 
tribute the  combined  traffic  among  them ;  and  I  understood  you 
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to  say,  first,  that  the  Interstate  Commerce  Commission  should  be 
permitted  to  distribute  the  earnings,  so  as  to  equalize  the  differ- 
ence. 

Mr.  Kruttschnitt.  Yes. 
Senator  Watson.    On  the  return? 

Mr.  Kruttschnitt.  Yes;  that  was  Senator  Kellogg's 
question. 

Senator  Watson.  And  I  understood  you  to  say  afterwards 
to  Senator  Cummins  that  under  those  conditions  they  should 
distribute  the  traffic. 

Mr.  Kruttschnitt.  Well,  I  used  the  two,  traffic  and  earn- 
ings, as  pretty  much  interchangeable. 

Senator  Watson.  That  is  what  I  wanted  to  get  at,  pre- 
cisely. 

Senator  Pomerene.  Senator  Townsend,  do  you  want  Mr. 
Kruttschnitt  to  come  back  in  the  morning? 

Senator  Townsend.  Are  you  going  to  have  the  shippers 
on  to-morrow? 

Senator  Pomerene.    I  so  understand. 

Senator  Townsend.  Then,  I  do  not  believe  I  will,  because 
I  was  not  here  yesterday,  and  I  want  to  read  Mr.  Kruttschnitt's 
testimony.  He  may  have  answered  what  I  had  in  mind  to  ask 
him.  Mr.  Kruttschnitt,  have  you  discussed,  for  instance,  the 
question  of  whether  or  not  you  had  engines  and  cars  sufficient 
for  the  Southern  Pacific  at  the  time  the  Government  took  them 
over? 

Mr.  Kruttschnitt.  Yes ;  Senator  Pomerene  asked  those 
questions. 

Senator  Townsend.  Did  you  take  those  2,000  extra  cars 
that  the  administrator  asked  you  to  take? 

Mr.  Kruttschnitt.  We  have  their  order  in  writing;  they 
are  assigned  to  us,  and  we  must  pay  for  them.  We  have  not 
consented  to  it,  but  we  have  nothing  to  say  about  it. 

Senator  Townsend.    Are  they  on  your  line  now? 

Mr.  Kruttschnitt.  No  ;  they  have  not  been  built,  as  I 
understand  it. 

Senator  Townsend.  Do  you  have  cars  enough  now  for 
your  traffic? 
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Mr.  Kruttschnitt.  Yes;  particularly  as  traffic  has  been 
diverted  from  our  lines.  That  was  one  of  the  reasons  I  urged 
on  the  Director  General  why  we  should  not  be  forced  to  take 
them.  They  have  diverted  traffic  from  our  lines  so  that  we 
show  a  very  considerable  fall  in  ton  mileage  over  last  year. 
Last  year  we  handled  the  traffic  on  our  lines  with  a  less  number 
of  cars  than  we  have  this  year  perfectly  satisfactorily  and  it 
seems  to  me  that  is  convincing  proof  that  we  do  not  need  any 
more  cars,  because  we  have  not  as  much  traffic  as  we  had 
last  year. 

Senator  Townsend.  Have  you,  in  your  judgment,  enough 
cars  to  meet  the  normal  conditions  if  the  traffic  returns  to  your 
road  ? 

Mr.  Kruttschnitt.  Yes,  to  meet  normal  conditions  with 
ease,  because  we  did  meet  abnormal  conditions  in  1917.  We 
never  had  so  large  a  ti-affic  in  the  history  of  the  company  a^/ 
we  handled  in  1917,  and  we  handled  it  with  perfect  success;  and 
I  can  say  we  could  handle  just  as  much  traffic,  or  a  little  mort; 
than  we  handled  in  1917,  equally  satisfactorily. 

Senator  Townsend.  Have  you  engines  enough  to  do  the 
work? 

Mr.  Kruttschnitt.  Plenty. 

Senator  Townsend.  Have  there  been  any  of  these  stand- 
ardized engines  placed  on  your  road? 

Mr.  Kruttschnitt.    No.        .  -  . 

Senator  Townsend.  You  are  still  operating  with  the  old 
engines  that  were  built  for  your  special  service? 

Mr.  Kruttschnitt.  Yes. 

Senator  Townsend.  Your  engines  never  leave  your  line, 
do  they? 

Mr.  Kruttschnitt.  Substantially  never.  We  have,  in 
times  of  stress,  lent  neighbors  locomotives,  when  we  could  spare 
them.  The  War  Board  started  the  policy  of  forcibly  shifting 
locomotives  about,  during  the  heaviest  traffic  of  1917.  There 
were  quite  a  number  of  orders  issued  for  one  road  to  help 
another  at  that  time.  v 

Senator  Townsend.  Were  these  engines  assigned  under 
that  order  to  roads  that  were  capable  of  carrying  them? 
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Mr.  Kruttschnitt.  Oh,  you  mean  this  Director  General's 
order  ?        -  - 

Senator  Townsend.  Yes. 

Mr.  Kruttschnitt.  I  do  not  know  what  theory  they 
adopted.  This  order  came  to  us  Hke  thunder  out  of  a  clear  sky ; 
we  never  dreamed  that  we  would  be  ordered  to  buy  cars,  because 
we  considered  we  had  provided  for  our  needs.  I  do  not  know 
on  what  principle  they  assigned  the  cars,  but,  in  answer  to  our 
objections,  we  were  simply  told  that  in  the  opinion,  I  think,  of 
Mr.  Gray,  who  was  quoted  by  Mr.  Lovett,  wc  ought  to  have 
the  cars  because  we  needed  them. 

Senator  Townsend.    Do  you  know  their  reasons  ? 

Mr.  Kruttschnitt.  No  ;  except  that  their  judgment  was 
that  we  did  need  them,  as  against  our  judgment  that  we  did  not. 

Senator  Townsend.  Was  there  any  complaint  made  against 
you  that  you  had  not  handled  the  traffic  properly  ? 

Mr.  Kruttschnitt.  No.  On  the  contrary,  during  1917, 
the  complaints  against  the  roads  west  of  the  Mississippi  Rivei 
were  singularly  few,  or  almost  altogether  absent.  We  never 
handled  our  traffic  as  satisfactorily  as  we  did  in  1917.  And, 
moreover,  the  most  convincing  argument  that  we  could  possibly 
adduce  was  given  to  the  Director  General,  and  that  was  this: 
We  must  pay  rental  for  every  foreign  car  that  is  on  our  rails,  and 
we  receive  rental  for  every  car  of  ours  that  is  on  foreign  rail- 
ways. We  conducted  all  our  traffic  in  1917,  and  for  three  years 
peceding  that,  with  a  net  excess  of  rentals  leceived  for  our  cars, 
over  what  we  paid  for  foreign  cars,  of  $1,250,000  a  year. 

Senator  Townsend.  Just  one  more  question  in  connection 
with  the  other  subject  you  were  discussing,  where  you  proposed 
by  combinations  of  some  sort  to  eliminate  unnecessary  trains : 
Now,  as  between  St.  Paul  and  Chicago,  do  you  have  through 
trains  on  the  various  lines,  that  simply  do  business  between  St. 
Paul  and  Chicago,  and  nothing  else? 

Mr.  Kruttschnitt.    That  do  local  business? 

Senator  Townsend.    That  do  nothing  but  through  business. 

Mr.  Kruttschnitt.  Well,  I  would  prefer  not  to  answer 
that.    I  really  do  not  know. 
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Senator  Townsend.  If  you  have  intermediate  business  on 
all  trains  between  Chicago  and  St.  Paul,  how  are  you  going  to 
eliminate  trains  and  serve  all  the  people  on  those  lines  equally 
well? 

Senator  Pomerene.    At  intermediate  points. 

Senator  Townsend.    Yes;  at  intermediate  points. 

Mr.  Kruttschnitt.  Perhaps  tlie  question  was  asked,  or 
the  answer  given,  before  you  came  in  ;  but  I  assumed  that  all  of 
the  trains  between  those  points  did  do  some,  at  least,  intermediate 
business;  and  I  said  that  I  did  not  see  how,  if  trains  were  all 
run  on  one  road,  the  intermediate  points  could  be  served. 

Senator  Townsend.  That  was  a  puzzle  to  me.  If  you 
have  explained  it,  I  do  not  care  to  have  you  go  into  it  again ;  but 
I  could  not  quite  understand  how  you  could  consolidate  your 
train  service  and  take  of¥  three  trains,  and  let  one  train  serve 
where  four  had  been  serving  before,  and  still  accommodate 
anything  but  the  two  terminals. 

Mr.  Kruttschnitt.  By  eliminating  the  trains  over  the 
different  roads.  If  road  A  ran  a  train  in  the  morning,  we  will 
say,  at  7  o'clock,  the  next  train  would  be  put  on  road  B,  we  will 
say,  at  9  o'clock  in  the  morning,  and  then  on  road  C  at  10  o'clock 
in  the  morning,  and  so  on,  and  the  service  would  be  divided 
amongst  the  different  roads ;  the  resulting  effect  would  be  the 
cutting  out  of  three  trains  out  of  four. 

Senator  Pomerene.  I  understand  it  has  been  arranged  by 
the  chairman  of  the  committee  that  the  shippers  will  be  heard 
next.  There  are  several  other  gentlemen  here  representing  the 
railroads,  who  desire  to  be  heard — Mr.  Elliott,  Mr.  Rea,  and 
Mr.  Willard — and  they  have  statements  prepared,  and  I  assume 
that  an  opportunity  will  be  given  to  hear  them  later,  and  if  not, 
certainly  that  they  will  have  the  privilege  of  submitting  their 
statements  to  the  committee. 

Senator  Townsend.    I  think  they  ought  to  be  heard. 

Senator  Pomerene.    I  think  so,  too. 

Senator  Gore.  I  wanted  to  ask  you  one  question,  Mr. 
Kruttschnitt.  When  you  were  before  us  a  year  ago,  you  stated 
lliat  your  chief  fear  about  Government  operation  was  that  your 
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organization  would  decline  in  efficiency  and  morale.  Have  you 
remarked  any  tendency  in  that  direction  in  the  year's  operation, 
or  is  your  organization  still  in  first-class  order? 

Mr.  Kruttschnitt.  When  the  Government  took  over  the 
railroads  on  the  1st  of  January,  1918,  there  were  no  material 
changes  made  in  the  organizations  until  the  1st  of  July;  and  then 
the  Director  General  issued  an  order  that  he  would  not  retain 
any  of  the  corporate  officers,  and  that  the  officers  that  remained 
with  him  would  not  be  allowed  to  do  any  corporate  business ; 
in  other  words,  the  line  was  sharply  drawn  between  corporate 
officers  and  operating  officers.  As  to  the  operating  officers  I  do 
not  know  that  we  can  tell  very  much.  We  do  know  some  things 
that  have  been  done,  but  we  can  not  tell  everything  that  has 
been  done  until  we  have  an  opportunity  of  going  over  the  organi- 
zations and  over  the  roads  on  their  return ;  but  we  do  know 
that  a  great  many  men  have  been  let  out,  and  systems  have  been 
cut.  For  instance,  the  Southern  Pacific  lines  north  of  the  Oregon 
State  line  report  to  Regional  Director  Aishton  at  Chicago.  The 
lines  from  the  Oregon  State  line  to  Ogden,  Utah,  and  El  Paso. 
Texas,  are  under  the  jurisdiction  of  Regional  Director  Holden, 
in  Chicago.  The  lines  east  of  El  Paso  are  under  the  direction 
of  Regional  Director  Bush  in  St.  Louis,  and  the  lines  east  of 
El  Paso  have  been  still  further  cut  up  by  having  different  Fed- 
eral managers ;  that  is,  one  of  the  Federal  managers  reports — 
no,  they  both  report  to  Bush,  but  they  have  cut  off  the  Houston 
&  Texas  Central,  and  the  Houston,  East  and  West  Texas,  and 
put  them  under  different  Federal  managers. 

Senator  Gore.  Then  it  is  not  managed  as  a  system,  but  in 
segments  ? 

Mr.  Kruttschnitt.    No;  it  is  rather  badly  cut  up. 

Senator  Gore.  Any  regional  division  of  the  country  would 
result  in  similar  arbitrary  divisions,  would  it  not?  I  refer  now 
to  a  scheme  that  has  been  several  times  proposed,  to  divide  the 
country  into  five  or  six  regions  and  to  classify  all  the  roads  in 
one  region.  That  would  result  in  cutting  across  a  good  many 
systems,  would  it  not? 

Mr.  Kruttschnitt.    Yes.  sir;  very  much  so. 
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Senator  Gore.  I  remember  you  said  that  the  spirit  of  your 
men,  from  the  ground  up.  was  in  tiptop  shape  at  that  time,  and 
that  you  had  regular  lines  of  promotion,  I  believe,  and  that  the 
morale  of  all  your  men  was  good.  Do  you  happen  to  know  what 
the  dif?erence  in  that  regard  is  now?  I  do  not  mean  as  to  the 
higher  officers,  but  as  to  the  men  themselves  Is  your  touch 
with  them  such  that  you  can  tell  us  that?  •  ' 

Mr.  Kruttscpinitt.  I,  personally,  have  not  been  over  our 
lines,  I  am  sorry  to  say,  for  over  two  years ;  but  from  what  1 
hear  from  the  corporate  officers  in  California  and  Texas  the  men 
are  troubled  about  uncertainty  as  to  the  future ;  they  do  not 
know  what  is  going  to  happen.  They  are  a  good  deal  worried, 
and  we  have  lost  quite  a  good  many  good  men,  who  have  gone 
away  on  account  of  that  condition. 

Senator  Pomerene.  Does  that  apply  to  operating  officers  as 
well  as  to  corporate  officers? 

Mr.  Kruttschnitt.  Entirely  to  the  operating  ofificers  and 
not  to  the  corporate  officers. 

Senator  Gore.  I  was  referring  to  the  trainmen,  engmeers, 
firemen,  and  section  men. 

Mr.  Kruttschnitt.  I  am  not  very  familiar  with  them,  as 
I  say,  because  I  have  not  been  over  the  line,  and  I  am  sadly  out 
of  touch  with  the  local  conditions. 

Senator  Pomerene.    Anything  further.  Senator? 

Senator  Gore.  No. 

Mr.  Bledsoe.  I  understand  that  the  matter  of  hearing  Mr. 
Rea,  Mr.  Willard,  and  Mr.  Elliott  will  be  postponed  until  a 
later  date  ?  ■ 

Senator  Pomerene.  I  think  so ;  and  I  think  you  had  better 
get  in  touch  with  the  chairman  of  the  committee.  Personally, 
I  will  be  very  glad  to  hear  them,  and  think  they  should  be  heard. 

Mr.  Bledsoe.  Yes,  Senator;  that  would  be  better  than 
simply  submitting  their  statements.  .  .     ,  •  . .        ^  • 

Senator  Pomerene.  Yes.  The  committee  will  stand  ad- 
journed, then,  until  to-morrow  morning  at  10  o'clock. 

{The  figures  referred  to  by  Mr.  Kruttschnitt  at  page  58  of 
this  record  appear  in  full,  as  follozvs:) 


Income  and  Profit  and  Loss  Accounts  of  the  Railways  Considered  as 
a  System  for  the  Year  Ended  June  30,  1916. 

(From  I.  C.  C.  Statistics  of  Railways,  1916,  p.  51.) 

Average  operated  mileage  represented  miles  257,511.82 

Operating  income 

Railway  operating  revenues    $3,472,641,941 

Railway  operating  expenses    2,277,202,278 

Net  revenue  from  railway  operations   1,195,439,663 

Railway  tax  accruals   $151,599,841 

Uncollectible  railway  revenues   822,532 

  152,422,373 

Railway  operating  income   1,043,017,290 

Miscellaneous  operating  income   3,439,967 

Total  operating  income   1,046,457,257 

Non-operating  income : 

Rent  from  locomotives    $85,139 

Rent  from  work  equipment    1,268,699 

Miscellaneous  rent  income...   8,568,934 

Miscellaneous  non-operating  physical  prop- 
erty   2,999,671 

Divided  income    95,726,677 

Income  from  funded  securities   47,554,335 

Income  from  unfunded  securities  and  ac- 
counts   25,784,668 

Income  from  sinking  and  other  reserve  funds  3,286,124 

Release  of  premiums  on  funded  debt   431,665 

Miscellaneous  income    2,498,356 

Total  nonoperating  income   188,204,268 

Gross  income    1,234,661,525 

Deductions  from  gross  income : 

Hire  of  freight  cars — net  debit  balance. . . .  25,222,089 

Rent  for  passenger  train  cars   1,270,536 

Rent  for  floatmg  equipment   1,975,729 

Joint  facility  rents   15,962,175 

Rent  for  leased  roads   3,701,658 

Miscellaneous  rents    5,759,064 

Miscellaneous  tax  accruals   2,738,683 

Separately  operated  properties — net  loss...  4,395,753 

Interest  on  funded  debt   473,855,003 

Interest  on  unfunded  debt   20,248,475 

Amortization  of  discount  on  funded  debt..  3,465,919 

Maintenance  of  investment  organization...  740,163 

^   Miscellaneous  income  charges   3,928,035 

Total  deductions  from  gross  income   563,263,282 

^    Net  income    671,398,243 
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Appropriations  for  year:  '  : 

Dividend  appropriations    $340,467,970 

Stock  and  debit  discount  extinguished   22,900,576 

Miscellaneous  appropriations    18,819,073 

Total    $382,187,619 

Balance  for  year   289,210,624 

Net  adjustment  through  profit  and  loss  debit   Ill, Ml 

Surplus  for  year   288,833,197 

j'roin  Commissioner  Clark's  statement: 

Surplus  at  close  of  year  1916   1,935,019,191 

Surplus  at  close  of  year  1915   1,5S6,787',176 

Increase  during  1916   378,232,015 

Surplus   froin   1916  operations,   Interstate  Commerce 

Commission  income  account  as  above   288,833,197 

Difference    89,398,818 

E^CPLANATION  OF  DIFFERENCE. 

Comparison  of  the  accounts  of  the  several  railways  as  of  June  30, 
1915,  and  June  30,  1916,  shows  that  changes  in  surplus  during  the  year 
occurred  because  of  the  following  factors: 

1.  Reorganizations,  consolidations  and  mergers: 

Deficits  written  off  $58,884,207 

Surplus  written  off   4,698,538 

Net  increase  in  surplus   54,185,669 

2.  Increase  in  investment  account  because  of  earlier  appropria- 

tions of  income,  not  written  in  through  the  income  ac- 
count for  1916    34,466,198 

3.  Other  factors    746,951 

Total    89,398,818 

( Vv'hereupon,  at   11.10  o'clock  a.  m.,  the  conuiiittee  ad- 
journed until  Friday,  January  24,  1919,  at  10  a.  ni.) 
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-      Appendix  to  Mr.  Kruttschnitt's  Testimony. 

Memorandum  on  Comparative  Freight  Rates  and  Comparative 
Capital  Per  Mile,  United  States,  United  Kingdom, 
France  and  Germany 

Comparative  Freight  Rates 

The  most  recent  general  comparison  of  railway  statistics  of 
the  United  States  with  those  of  foreign  countries  is  a  bulletin 
of  the  Bureau  of  Railway  Economics,  Number  100,  entitled 
"Comparative  railway  statistics.  United  States  and  foreign 
countries,  1913."  The  comparisons  in  this  bulletin  are  mostly 
of  the  calendar  year  1913  or  the  period  most  nearly  approaching 
that  year,  and  may  be  considered  as  the  last  normal  statistics 
preceding  the  war.  The  statistics  for  the  United  States,  United 
Kingdom,  France  and  Germany  quoted  below  from  the  Bulletin, 
were  secured  from  the  official  railway  reports  of  the  respective 
countries  as  follows : 

United  States :  Twenty-sixth  annual  report  on  the  statistics 
of  railways  in  the  United  States  for  the  year  ended  June  30, 
1913,  Interstate  Commerce  Commission. 

United  Kingdom :  Returns  of  the  capital,  traffic,  receipts 
and  working  expenditure,  etc.,  of  the  railway  companies  of  the 
United  Kingdom,  for  the  year  1913,  Commercial  Department, 
Board  of  Trade. 

France:  Statistique  des  chemins  de  fer  Franchais,  au  31 
Decembre,  1913,  interet  general.   Ministere  des  Travaux  Publics. 

Germany .  Statistik  der  im  Betriebe  befindlichen  Eisen- 
bahnen  Deutschlands,  Rechnungsjahr  1913. 

The  average  receipts  per  ton  in  1913  were  as  follows  for  the 
four  countries : 

United  States    $1,068 

United  Kingdom    0.778 

France   0.898 

Germany   ••  0.773 

The  principal  reason  why  the  average  for  t*:e  United  States 
is  higher  than  for  the  other  three  countries  is  that  the  average 
haul  per  ton  is  very  much  greater  than  elsewhere.    In  the  United 
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States  the  average  haul  in  1913  was  260  miles,  in  France  77.8 
miles,  and  in  Germany  62  miles.  In  England  the  average  haul 
is  estimated  by  W.  M.  Acworth,  the  British  economist,  at  from 
25  to  30  miles. 

The  average  receipts  per  ton-mile  in  1913  were  as  follows 
(cents) : 

United  States    0.729 

France   1.161 

Germany    1.244 

Here  again  official  returns  are  not  available  for  the  United 
Kingdom,  although  Mr.  Acworth  estimates  it  at  about  2.3  cents. 
Mr.  Edwin  A.  Pratt,  an  English  writer  on  railway  subjects,  in  a 
book  published  in  1906  entitled  "Railways  and  their  rates," 
devotes  a  number  of  pages  (6  to  11)  to  the  subject  of  compara- 
tive freight  rates  in  the  United  Kingdom  and  the  United  States. 
He  accepts  without  argument  the  general  claim  that  railway 
rates  on  that  side  of  the  Atlantic  are  substantially  higher  than 
they  are  on  this  side,  and  devotes  his  attention  mainly  to  explain- 
ing why  such  is  the  fact.  Another  British  writer,  Mr.  (now 
Sir)  George  Paish,  in  a  book  published  in  1902  under  the  title  of 
"The  British  railway  position,"  makes  a  number  of  comparisons 
of  the  efficiency,  earnings  and  expenses,  train  loading,  etc.,  of 
American  and  British  railways,  the  advantage  being  always  with 
the  American  roads.  In  respect  to  average  receipts  per  ton-mile, 
Mr.  Paish  presents  a  comparative  table  (page  36),  showing  that 
in  1900  the  average  on  the  Pennsylvania  Railroad  was  about  0.55 
cent  per  ton-mile,  while  on  the  London  &  North-Western  Rail- 
way of  England  it  was  about  2.41  cents. 

Turning  to  a  comparison  of  freight  charges  in  the  United 
States,  United  Kingdom,  Erance  and  Germany,  based  on  similar 
commodities  hauled  for  corresponding  distances,  there  have  been 
a  number  of  studies  along  that  line.  For  example,  Professor 
Henry  C.  Adams,  then  in  charge  of  statistics  and  accounts  of  the 
Interstate  Commerce  Commission,  prepared  in  1905,  at  the 
request  of  the  Senate  Committee  on  Interstate  and  Foreign  Com- 
merce, a  table  showing  specific  freight  rates  on  a  number  of 
selected  commodities  in  the  United  States  and  in  Prussia-Hesse. 
In  the  case  of  both  countries,  the  points  selected  were  those 
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between  which  freight  actually  moved  in  some  quantity.  On 
bituminous  coal  for  certain  specific  distances,  from  300  to  600 
miles,  the  American  rate  was  from  .332  to  .524  cent,  while  the 
Prussian  rate  was  .727  to  .823  cent,  the  longer  distances  in  each 
case  showing  the  lower  rate  per  ton-mile.  On  woolen  yarns,  for 
distances  from  320  to  670  miles,  the  American  rate  was  from 
1.48  to  2.18  cents,  while  the  Prussian  rate  was  from  2.04  to  2.17 
cents.  On  cotton  yarns,  for  distances  of  from  50  to  330  miles, 
the  American  rate  was  from  1.13  to  5.66  cents,  while  the  Prus- 
sian rate  was  from  2.46  to  3.00  cents.  On  coffee,  for  distances 
of  from  270  to  330  miles,  the  American  rate  was  from  .91  to 
1.18  cents,  while  the  Prussian  rate  was  from  1.75  to  2.03  cents. 
On  tjnmanufactured  tobacco,  for  distances  of  from  370  to  630 
miles,  the  American  rate  was  from  .87  to  1.73  cents,  while  the 
Prussian  rate  was  from  1.72  to  1.74  cents. 

These  rates  were  published  in  a  digest  of  hearings  on  regu- 
lation of  railway  rates,  Appendix  IX,  Prussian  Railway  Tariffs, 
Senate  Document  244,  Part  2,  59th  Congress,  1st  Session,  pp. 
22-24. 

The  Bureau  of  Railway  Economics  in  1915  issued  a  com- 
prehensive statement  of  comparisons  of  rates  on  certain  com- 
modities for  specific  distances  in  the  United  States  and  a  num- 
ber of  foreign  countries.  The  material  was  drawn  in  the  first 
instance  from  consular  reports  to  the  United  States  Water  Ways 
Commission  and  most  of  it  was  carefully  verified  by  the  Govern- 
ment of  the  various  countries  affected,  although  complete  veri- 
fication proved  impossible  in  some  cases  on  account  of  the  out- 
break of  the  war.  The  statement  was  published  as  a  bulletin 
entitled  "Comparison  of  railway  freight  rates  in  the  United 
States,  the  principal  countries  of  Europe,  South  Australia  and 
South  Africa." 

From  the  foregoing  bulletin  the  following  information  has 
been  drawn  with  regard  to  rate  comparisons  as  between  the 
United  States,  United  Kingdom,  France  and  Germany.  It  will 
be  understood  that  the  comparison  in  each  case  is  between  the 
United  States  and  a  particular  country,  and  is  based  on  the 
number  of  quotations  and  the  specific  distances  covered  by  that 
comparison.   The  result  is  that  the  American  averages  vary  from 
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comparison  to  comparison  because  of  the  different  composition 
of  the  rates  which  went  to  make  them  up.  The  point  to  be 
emphasized  in  each  case  is,  the  American  showing  in  each  pair 
of  comparisons. 

The  average  charge  per  ton-mile,  in  cents,  was  as  follows 
in  each  case : 


Bituminous  Coal 

United  States   


 840 

United  Kingdom  943 


States 


United 

France   

United  States 
Germany  .... 


Iron  Ore 

United  States   


.597 
.832 

.532 
.755 


.576 


United  Kingdom   1.107 


United  States 

France   

United  States 


.401 
.552 
.444 


Germany  580 

Lumber 

United  States    1.691 

United  Kingdom   2.931 

United  States    1.026 

France    1.006 

United  States     

Germany     


Grain 

United  States    1.916 

United  Kingdom   2.568 

United  States    1.155 

T'rance    1.315 

United  States  795 

Germany    1.254 

Stone 

United  States    1.501 

United  Kingdom   2.737 

United  States   770 

France   823 

Fertilizer 

United  States    2.029 

United  Kingdom   2.271 

United  States    1.471 

France    1.546 

Logs 

United  States    1.538 

United  Kingdom   4.837 

United  States  959 

Germany    1.353 


Iron  and  Steel  Products  / 

United  States   963 

-    France    1.039 

United  States    1.006 

Germany    1.330 

Comparative  Capital  Per  Mile  - 

Bulletin  100  of  the  Bureau  of  Railway  Economics  shows  that 
the  capital  per  mile  of  line  in  1913  was  as  follows  in  the  United 
States,  United  Kingdom,  France  and  Germany: 

United  States    $65,861 

United  Kingdom    274,027 

France    150,439 

Germany   .  120,049 

'  80 


If  it  be  argued  that  one  reason  for  the  low  capitalization 
per  mile  in  the  United  States  is  due  to  the  fact  that  a  smaller 
proportion  of  the  American  lines  are  double  tracked  than  in 
Europe  or  on  the  Continent,  railway  capital  of  each  country  can 
easily  be  reduced  to  averages  per  mile  of  main  track  (1,  2,  3,  4, 
etc.)  and  per  mile  of  all  track  (main  track,  yard  track  and 
sidings)  the  showing  for  1913  then  will  be  as  follows: 


Capital  Per  Mile:  1913 


United 
States 

Per  mile  of  line  $65,861 

Per  mile  of  main  track....  55,697 
Per  mile  of  all  track   41,480 


United  France 

Kingdom  (1912)  Germany 

$274,027  $150,439  $120,049 

159.680  103,904  85,620 

117,173    58,437 


It  will  be  seen  that  even  when  placed  upon  a  mile  of  main 
track  or  mile  of  all  track  comparison,  the  American  railway 
capital  is  much  lower  than  that  of  any  of  the  three  foreign  coun- 
tries named.  Such  a  statement  as  the  foregoing  does  not,  of 
course,  tell  the  whole  story,  inasmuch  as  a  mile  of  line  costs  con- 
siderably more  to  build  than  a  mile  of  additional  track.  When  a 
second  track  is  laid,  there  is  either  an  additional  cost  for  right 
of  way,  or  at  least  the  cost  is  not  proportional  to  the  cost  of  the 
original  construction.  The  same  is  true  of  grading,  filling  in, 
ballasting,  track  or  signal  facilities,  additional  buildings,  etc.  In 
other  words,  a  comparison  between  the  United  States  and  the 
other  countries  on  the  basis  of  all  tracks  is  advantageous  to  the 
other  countries  and  disadvantageous  to  the  United  States,  in  so 
far  as  the  proportion  of  additional  tracks  is  greater  abroad  than 
here. 
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Statement 

Mr.  Daniel  Willard,  President,  The  Baltimore  and  Ohio 

Railroad  Company, 

Read  before  the  Senate  Committee  on  Interstate  Commerce, 

February  18,  1919.  •       '  ■ 

The  steam  railroad  system  of  the  United  States,  of  approxi- 
mately 260,000  miles  of  main  lines,  representing  an  investment  in 
property  of  about  $18,000,000,000,  has  been  developed  almost 
wholly  by  private  initiative  with  private  capital,  and  until  Decem- 
ber 28,  1917,  the  control,  management  and  operation  of  this  great 
enterprise  was  vested  in  the  owning  corporations,  subject  to 
governmental  regulation.  On  the  date  above  mentioned  the 
President  of  the  United  States,  acting  under  special  authority 
granted  by  Congress  as  a  war  measure,  took  possession  and  as- 
sumed control  of  practically  all  the  steam  railroads  and  proceeded 
to  operate  them  through  duly  appointed  officials  as  if  they  were  in 
fact  the  property  of  the  Government — and  Government  control 
and  operation  of  the  railroads  still  obtains. 

Federal  Control  for  War  Needs 

Unfortunately  there  seems  to  be  in  many  quarters  a  lack  of 
definite  understanding  of  the  circumstances  which  promoted  and 
justified  this  act  of  the  President.  It  has  been  suggested — in  fact 
definitely  stated  by  men  whose  opinions  should  have  great  weight 
— that  the  economic  policy  which  among  other  things  had  induced 
the  investment  of  $18,000,000,000  of  private  capital  in  railroad 
facilities,  had  broken  down,  that  private  management  had  failed 
and  that  it  has  now  become  necessary  in  the  public  interest  to 
abandon  the  policy  developed  through  more  than  eighty  years  of 
actual  experience  and  substitute  therefor  some  new  and  untried 
experiment.  Undoubtedly  certain  changes  in  our  poHcy  of  rail- 
road regulation  should  now  be  made,  but  the  very  defects  which 
have  been  developed  in  practice  under  the  existing  plan  point 
the  way  to  the  needed  remedies. 

My  entire  business  life  has  been  spent  in  the  railroad  service, 
and  for  nearly  two  years  I  served  as  Chairman  of  the  Transpor- 


82 


tation  Committee  of  the  Advisory  Commission  of  the  Council  of 
National  Defense,  and  with  your  permission  I  should  like  to  re- 
view briefly  some  of  the  circumstances  which  culminated  in  Fed- 
eral control  and  operation  of  the  railroads,  and  I  shall  also  ven- 
ture to  offer  some  suggestions  as  to  the  essential  requirements  of 
a  future  policy  for  the  regulation  of  the  railroads. 

As  Chairman  of  the  Transportation  Committee  of  the  Ad- 
visory Commission,  it  became  my  duty  to  make  recommendations 
to  the  Council  of  National  Defense  concerning  transportation 
matters.  Almost  before  the  Advisory  Commission  could  be  or- 
ganized, however,  this  country  entered  the  war,  and  the  program 
of  the  Commission  from  that  time  forward  was  dominated  very 
largely  by  that  fact.  It  soon  became  apparent  that  in  such  an 
emergency  the  more  important  agencies  of  transportation  should 
be  so  coordinated  that  they  might,  so  far  as  possible,  work  to- 
gether in  a  helpful  and  efiicient  manner,  and  further,  that  in  rela- 
tion to  the  steam  roads  there  should  be  established  a  unity  of 
control  or  direction  beyond  anything  that  had  hitherto  been 
found  necessary  in  times  of  peace. 

At  the  suggestion  of  the  Council  of  National  Defense  a  con- 
ference of  the  chief  executives  of  all  the  principal  steam  railroads 
in  the  United  States  was  called  to  be  held  in  the  City  of  Wash- 
mgton  on  April  11,  1917,  and  at  that  conference  the  situation 
was  explained  by  the  representative  of  the  Council,  and  it  was 
recommended  that  there  be  created  a  Committee  or  some  agency 
clothed  with  sufficient  power  to  bring  about  unity  of  direction  of 
all  the  steam  railroads  in  order  that  the  transportation  needs  of 
the  situation  might  be  promptly  and  effectively  dealt  with.  After 
a  brief  discussion  by  the  executives  so  assembled,  the  following 
resolution  was  unanimously  adopted : 

"Resolved,  That  the  railroads  of  the  United  States 
~  acting  tvirough  their  chief  executive  officers  here  and  now 
assembled,  and  stirred  by  a  high  sense  of  their  opportunity 
to  be  of  the  greatest  service  to  their  country  in  the  present 
national  crisis,  do  hereby  pledge  themselves,  with  the 
Government  of  the  United  States,  and  with  the  govern- 
-  ^  '  ments  of  the  several  States,  and  one  with  another,  that 
during  the  present  war  they  will  coordinate  their  opera- 
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tions  in  a  continental  railway  system,  merging,  during  such 
period,  all  their  merely  individual  competitive  activities 
in  the  effort  to  produce  a  maximum  of  national  transpor- 
tation efficiency.  To  this  end  they  hereby  agree  to  create 
an  organization  which  shall  have  general  authority  to 
formulate  in  detail  and  from  time  to  time  a  policy  of 
operation  of  all  or  any  of  the  railways,  which  policy,  when 
and  as  announced  by  such  temporary  organization,  shall 
be  accepted  and  earnestly  made  efifective  by  the  several 
managements  of  the  individual  railroad  companies  here 
represented." 

This  action  by  the  Executive  Officers  was  promptly  con- 
firmed by  the  Boards  of  Directors  of  practically  all  the  steam 
railroad  companies  in  the  United  States. 

A  Committee,  consisting  of  five  railroad  presidents,  was  ap- 
pointed. The  Committee  established  offices  ?n  the  City  of  Wash- 
ington, and  proceeded  immediately  with  its  work.  Other  com- 
mittees, representing  the  Electric  Railways,  the  Inland  Water- 
ways, and  Motor  Transport  on  the  highways,  were  also  formed 
for  the  purpose  of  procuring  greater  coordination  of  effort  be- 
tween these  several  agencies  of  transportation. 

Temporary  Unification  Cost  Suspension  of  Competition 

My  experience  with  these  Committees  convinced  me  that  it 
was  desirable,  in  fact  necessary,  that  in  time  of  war  or  unusual 
emergency,  all  of  the  more  important  agencies  of  transportation 
should  be  so  coordinated  that,  taken  together,  and  as  a  whole, 
they  might  be  said  to  form  a  National  System  of  Transporta- 
tion. I  am,  therefore,  under  certain  conditions,  in  full  accord 
with  the  Director  General  when  he  urges  the  desirability  of  uni- 
fied control  of  the  steam  railroads,  but  unified  control,  like  all 
things  else  of  real  value,  must  be  paid  for  in  some  manner,  and 
the  price  of  unified  control  is  the  sacrifice  of  competition  of  serv- 
ice. There  cannot  be  unity  of  control  and  competition  of  service 
at  one  and  the  same  time — the  two  things  are  incompatible.  Com- 
petition of  service  has  probably  done  more  than  any  other  one 
thing  or  influence  to  raise  the  standard  of  equipment  and  per- 
formance of  American  railroads,  and  as  a  policy  it  should  not  be 
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lightly  given  up,  and  in  no  event  should  it  be  abandoned  unless 
something  else  of  equal  or  greater  value  be  obtained  in  its  place. 
I  do  not,  however,  share  the  views  of  the  Director  General  that 
unified  control,  when  desirable,  cannot  be  had  under  private 
ownership  with  governmental  regulation,  and  the  information 
which  Mr.  Kruttschnitt  has  laid  before  this  Committee  concern- 
ing the  results  of  unified  control  of  the  steam  railroads  obtained 
by  the  so-called  Railway  War  Board,  for  a  period  of  nine  months 
preceding  Federal  control,  affords  a  most  substantial  basis  for 
my  belief.  That  a  condition  finally  developed  which  the  volun- 
tary organization  created  by  the  railroads,  subject  as  it  was  to 
many  statutory  restrictions,  was  unable  to  deal  with  promptly 
and  effectively,  must  be  admitted,  but  we  have  the  direct  state- 
ment from  the  Director  General  that  he  also  would  have  been 
unable  to  deal  effectively  with  the  same  situation  had  it  not  been 
for  the  fact  that  he  was  authorized  by  law  to  ignore  the  restric- 
tions which  applied  to  the  railroads  under  private  operation. 

War  Needs  Different  From  Peace  Needs 

I  doubt  if  there  has  ever  been  a  proper  appreciation  of  the 
confusion  that  was  caused  in  this  country  in  connection  with  all 
industrial  and  transportation  matters,  incident  to  the  sudden 
change  in  1917  from  a  peace-time  to  a  war-time  basis,  and  much 
was  required  besides  the  mere  unification  of  the  railroads  to  bring 
order  out  of  the  confusion  so  resulting.  As  time  went  on,  how- 
ever, the  necessary  remedies  were  first  discovered  and  then  ap- 
plied, the  war-time  basis  became  the  normal  basis,  and  order  was 
gradually  re-established. 

Senator  Pomerene  will  recall  some  of  the  difficulties  and 
complaints  that  were  brought  to  his  attention  when  the  Railway 
War  Board  undertook  in  the  early  summer  of  1917  to  restrict  the 
movement  of  road-building  material,  in  order  that  the  transporta- 
tion facilities  so  used  might  be  available  for  purposes  that  seemed 
to  bear  a  more  intimate  relation  to  the  conduct  of  the  war.  It  de- 
veloped that  in  the  State  of  Ohio  large  sums  of  money  had  been 
appropriated  for  road-building  purposes,  much  work  had  already 
been  started  and  many  miles  of  road  under  repair  had  been  made 
impassable,  and  to  discontinue  at  that  time  the  movement  of 
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necessary  road-building  material  would  have  resulted  in  a  general 
stoppage  of  the  work  and  much  loss  and  inconvenience  to  the 
public.  This  situation,  which  was  brought  to  my  attention  by 
Senator  Pomerene,  was  laid  before  the  Railroad  War  Board,  a 
conference  was  arranged  with  the  Highway  Commissioners  of  the 
state  and  a  program  was  agreed  upon  whereunder  work  already 
started  would  be  completed  and  the  necessary  material  for  such 
completion  would  be  moved ;  but  an  agreement  was  also  reached 
that  when  the  work  so  provided  for  was  finished,  additional  im- 
provements of  that  kind,  if  not  actually  necessary,  would  be 
deferred  in  order  that  the  transportation  facilities  so  used  might 
be  applied  to  other  and  more  important  purposes.  I  mention 
this  case  as  simply  one  of  innumerable  instances  of  a  similar  kind 
that  had  to  be  dealt  with  in  the  early  days  of  the  war.  It  was  not 
possible  at  that  time,  or  in  any  event  did  not  seem  wise,  for  the 
railroads  to  place  such  restrictions  upon  the  ordinary  peace-time 
commerce  of  the  country  as  were  found  to  be  necessary  and  prac- 
ticable later  on.  It  will  of  course  be  understood  that  at  the  time 
to  which  I  refer,  the  railroads  as  common  carriers  had  no  legal 
right  to  withhold  cars  from  anyone  desiring  to  ship,  regardless  of 
the  character  of  the  shipment. 

The  congestion  of  freight  traffic  at  the  eastern  terminals  in 
the  Fall  of  1917,  referred  to  by  the  Director  General,  was  due 
largely  to  an  unprecedented  condition  of  commercial  and  indus- 
trial readjustment  which  the  railroads  were  obliged  to  deal  with, 
while  at  the  same  time  having  some  regard  for  the  existing  rules 
and  regulations  established  by  law. 

During  the  Summer  and  Fall  of  1917,  for  instance,  there  was 
an  entire  lack  of  adequate  machinery  for  organization  to  deal  with 
the  export  situation.  Not  infrequently  arrangements  were  made 
to  assemble  at  the  Atlantic  seaboard,  cargoes  of  foodstuffs,  we 
will  say,  for  an  expected  steamer,  only  to  learn  when  the  steam- 
ship arrived — sometimes  even  after  it  was  partly  loaded — that 
under  the  exigencies  of  the  foreign  situation,  munitions  were 
more  urgently  required  than  foodstuffs,  and  freight  already  in  the 
vessel's  hold  would  be  removed  and  extra  efforts  made  to  hastily 
accumulate  such  a  cargo  as  the  needs  of  the  situation  required. 
This  condition  of  course  resulted  in  a  gradual  accumulation  at  the 
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several  North  Atlantic  ports.  Later  on  Export  and  Shipping 
Control  committees  were  created  to  deal  with  such  matters,  and 
arrangements  were  made  so  that  freight  proceeded  forward  in  a 
more  orderly  manner. 

These  particular  questions  and  many  other  of  a  similar  kind 
were  not  primarily  and  entirely  matters  of  railroad  control  and 
operation,  although  closely  related  thereto,  but  were  problems 
that  developed,  and  naturally  so,  out  of  a  condition  of  world  war, 
and  later  on  were  dealt  with  more  or  less  effectively  by  the  differ- 
ent governmental  agencies  established  for  that  purpose. 

Railroads  Did  Not  Break  Down  Under  Private  Operation 

It  has  frequently  been  asserted  that  the  steam  railroads  in 
the  United  States  under  private  ownership  had  broken  down,  and 
that  it  became  necessary  on  that  account  for  the  Government  in 
a  time  of  great  and  unprecedented  emergency  to  take  possession 
and  assume  control  of  the  physical  properties.  I  cannot  agree 
with  those  who  hold  that  opinion,  nor  can  I  find  anything  in  the 
record  of  performance  of  the  Carriers  under  private  control  and 
operation,  or  in  the  record  of  performance  during  twelve  months 
of  Federal  control  and  operation  that  gives  support  to  that  asser- 
tion. On  the  contrary,  the  record  of  actual  performance  under 
Federal  control  of  the  same  properties  with  almost  exactly  the 
same  facilities  and  with  substantially  the  same  official  staff,  is 
the  best  and  most  convincing  evidence  that  the  railways,  both  as 
to  physical  properties  and  personnel,  had  not  only  not  broken 
down  but  were  in  fact  most  efficient  agencies  of  transportation. 

I  was  not  opposed  to  the  taking  over  of  the  railroads  by  the 
President  in  December,  1917.  Congress  itself  had  foreseen  the 
possible  necessity  for  such  action  as  a  tvar  measure  and  had  pro- 
vided for  it  by  suitable  legislation  passed  eighteen  months  before, 
and  at  a  time  when  the  railroads  were  carrying  a  greater  volume 
of  traffic  than  ever  before,  and  when  no  one  ventured  to  suggest 
that  they  were  even  threatened  with  breakdown. 

What  actually  happened  was  this, — railroad  facilities,  par- 
ticularly in  the  East,  have  been  developed  to  meet  the  normal 
peace-time  requirements  of  commerce,  with  an  excess  capacity 
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sufficient  for  such  increased  demands  as  miglit  reasonably  be 
expected,  and  while  there  have  been  times  when  the  railroads,  or 
some  of  them,  were  unable  to  fully  meet  the  temporary  demands 
for  transportation,  upon  the  whole  they  seem  to  have  met  the  sit- 
uation as  well  as  might  reasonably  be  expected.  Motives  of  self- 
interest  prompted  the  Carriers  to  do  that  much,  and  to  do  more 
would  have  been  contrary  to  principles  of  wise  and  prudent  pub- 
lic policy.  Centers  of  industry  and  population,  commercial  or 
traffic  routes,  and  habits  of  trade  are  matters  of  slow  growth  and 
in  times  of  peace  are  not  subject  to  quick  or  violent  changes. 
Conditions  growing  out  of  the  war,  however,  brought  about  radi- 
cal, unexpected  and  sudden  changes.  Existing  industrial  cen- 
ters were  greatly  enlarged,  new  centers  of  population  and  indus- 
try were  hurriedly  created;  ships  engaged  in  coastwise  traffic 
were  withdrawn  and  the  tonnage  which  had  previously  been  car- 
ried in  that  manner  was  thrown  upon  the  railways.  The  nat- 
ural confusion  resulting  from  these  changes  was  reflected  in  lack 
of  orderly  coordination  of  shipments  and  facilities.  The  rail- 
roads as  common  carriers  were  required,  even  in  such  an  emer- 
gency, to  square  their  operations  with  some  regard  for  the 
regulations  and  limitations  provided  for  peace-time  conditions, 
but  even  so,  they  carried  tonnage  of  all  kinds  to  the  seaboard  so 
much  faster  than  it  could  be  absorbed  or  taken  away  by  the 
ocean  carriers,  that  the  eastern  terminals  first,  and  others  after- 
ward, became  seriously  congested  or  blocked.  A  policy  of  en- 
forced competition  based  upon  Congressional  enactments  did 
not  and  could  not  readily  adapt  itself  to  the  unforseen  situation. 
Further,  the  control  over  railroad  rates  and  practices  which  had 
been  vested  in  the  State  and  Interstate  commissions  could  not 
be,  or  in  any  event  was  not,  so  exercised  as  to  promptly  and 
amply  satisfy  the  changed  conditions  brought  about  by  the  war, 
and  consequently  the  financial  condition  of  many  of  the  carriers, 
because  of  rapidly  mounting  cost  of  operation,  became  critical. 
In  short,  a  policy  of  regulation  designed  to  deal  with  peace-time 
conditions,  failed  to  satisfy  the  requirements  created  by  war, 
and  we  are  now  confronted  with  the  problem — if  private  owner- 
ship is  to  continue — of  providing  such  a  system  of  regulation 
as  will  not  only  properly  protect  and  promote  the  interests  of  the 
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public  and  the  carriers  in  times  of  peace,  but  which  will  also 
quickly  and  easily  adjust  itself  to  the  requirements  either  of 
peace-time  or  war-time  emergency. 

Private  Operation  Under  Government  Regulation  Has  Not  Failed 

Private  ov^nership  and  operation  of  the  railroads  as  a  policy 
have  not  failed.  Regulation  as  a  government  policy  has  not  failed. 
It  has  been  clearly  shown,  however,  that  a  system  of  regulation 
designed  for  peace-time  conditions  might  not,  and  in  fact  did  not, 
properly  function  in  time  of  war,  and  as  it  was  necessary  to  act 
promptly,  the  Government  assumed  control  of  the  railroads  and 
proceeded  to  run  them  as  if  there  were  no  restrictive  laws  and 
regulations. 

Actual  experience  now  leads  to  the  conclusion,  so  it  seems  to 
me,  that  the  railroads  under  private  ownership,  and  subject  al- 
ways to  governmental  regulation,  should  be  lawfully  authorized  to 
do  whatever  would  be  done  in  the  public  interest  under  Govern- 
ment ownership  and  operation,  or  is  actually  being  done  in  such 
interest  at  the  present  time  under  governmental  control  and 
operation. 

Recommendations  of  Railway  Executives 

I  am  familiar  with  the  recommendations  that  have  been  sub- 
mitted to  this  Commission  by  Mr.  Cuyler  on  behalf  of  the  Asso- 
ciation of  Railway  Executives,  and  further  and  ably  elaborated 
by  Mr.  Thorn,  and  I  approve  and  endorse  the  general  plan  so  out- 
lined, because  I  believe  that  if  adopted  and  put  in  effect  with  a 
firm  desire  to  make  it  succeed,  it  would  provide  such  method  of 
procedure  and  such  agencies  of  control  as  would  enable  the  rail- 
roads in  the  future  under  private  ownership  to  deal  promptly 
and  effectively  with  any  probable  emergency  which  might  arise, 
and,  if  in  connection  therewith  Congress  will  establish  a  definite 
and  adequate  rule  for  rate-making  as  related  to  the  invested  capi- 
tal, the  credit  of  the  Carriers  which  has  been  seriously  dis- 
turbed by  the  uncertainties  of  the  past  will  again  and  in  time  be 
sufficiently  restored  to  attract  the  large  sums  of  new  capital  con- 
stantly required  for  the  additional  facilities  and  equipment  neces- 
sary to  keep  pace  with  the  growing  commerce  of  this  country. 
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Recommendations  of  Interstate  Commerce  Commission 

I  have  listened  to  the  report  and  recommendations  submitted 
by  Mr.  Clark  on  behalf  of  the  Interstate  Commerce  Commission, 
and  to  his  suggestive  comments  thereon,  and  if  his  recommenda- 
tions should  be  adopted  and  made  effective  by  suitable  legislation, 
I  believe  they  also  would  go  far  towards  meeting  the  requirements 
of  the  situation.  The  two  plans  have  much  in  common,  but  the 
one  suggested  by  Mr.  Cuyler  would  give  to  the  Interstate  Com- 
merce Commission  exclusive  authority  to  deal  with  all  rates  and 
security  issues,  would  have  Congress  provide  a  definite  rule  for 
rate-making,  and  would  create  a  new  Department  of  Transporta- 
tion, the  head  of  which  would  have  a  seat  in  the  President's 
Cabinet.  Such  a  Department,  in  my  opinion,  is  desirable  pri- 
marily in  order  to  bring  about  that  cooperative  development  and 
use  of  the  different  agencies  of  transportation  which  are  needed 
in  the  public  interest.  There  are  in  this  country  at  the  present 
time  approximately  260,000  miles  of  steam  railroads,  48,000  miles 
of  electric  railways,  26,000  miles  of  navigable  rivers  exclusive  of 
lakes  and  canals,  and  about  2,500,000  miles  of  highways.  These 
several  agencies  of  transportation,  taken  as  a  whole,  may  be  said 
to  constitute  our  national  system  of  transportation,  and  how  to 
develop  and  secure  the  fullest  and  most  economic  use  of  all  of 
these  several  agencies,  constitutes  our  transportation  problem  in 
its  broadest  sense.  There  is  now  no  single  officer  or  agency  of  the 
Government  whose  duty  it  is  to  study  the  transportation  problem 
as  a  whole.  A  Secretary  of  Transportation  could  perform  that 
duty  and  at  the  same  time  could  relieve  the  Interstate  Commerce 
Commission  of  much  of  the  purely  administrative  work  now  im- 
posed upon  that  body.  It  is  not  proposed,  nor  is  it  desirable,  that 
the  Secretary  of  Transportation  should  have  executive  authority 
either  over  the  personnel  or  physical  property  of  the  railroads  or 
other  transportation  agencies.  It  is  suggested  that  he  should 
study  the  transportation  problem  as  a  whole  and  advise  the 
President  how  the  public  interests  may  be  best  promoted  in  that 
connection. 

There  is  no  escaping  the  fact  that  since  1910  the  clearly  es- 
tablished trend  of  railway  credit  in  this  country  has  been  steadily 
downward,  and  while  many  different  matters  may  and  do  affect 
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financial  credit,  nothing  can  possibly  create  or  support  such  credit 
in  the  absence  of  adequate  and  assured  income,  and  railway 
income  is  dependent  primarily  upon  the  rates  and  charges  a  rail- 
way is  authorized  to  collect  for  the  service  which  it  performs. 
Commissioner  Clark,  speaking  for  the  Interstate  Commerce  Com- 
mission, said — "The  rates  should  not  be  higher  than  the  shipper 
may  reasonably  be  required  to  pay,  and  should  not  be  lower  than 
the  carrier  may  reasonably  be  required  to  accept."  This  rule 
for  rate-making,  while  seemingly  equitable  and  fair,  is  indefinite 
and  fundamentally  uncertain  in  its  application  and  on  that  account 
's  unsatisfactory  as  a  basis  for  credit,  and  it  was  because  the  need 
of  a  definite  and  dependable  rule  for  rate-making  as  related  to 
invested  capital  w^as  believed  to  be  essential,  that  the  Railway 
Executives  have  recommended  that  Congress  provide  such  a  rule. 

Mr.  Warfield  on  an  Adequate  Return 

•  Mr.  Warfield  on  behalf  of  the  "National  Association  of  Own- 
ers of  Railroad  Securities"  has  proposed  a  definite  rule  for  rate- 
making.  His  recommendation,  as  I  understand  it,  contemplates 
that  rates  shall  be  established  in  each  of  the  so-called  rate  regions 
so  as  to  yield,  as  nearly  as  may  be,  a  fixed  percentage  return  upon 
the  combined  value  of  the  property  devoted  to  the  public  use  by 
the  railroads  in  that  region,  with  the  limitation  that  if  any  indi- 
vidual carrier  in  such  region  shall  be  able  to  earn  from  rates  so 
fixed  a  greater  return  upon  the  value  of  its  property  than  the  rate 
per  cent,  fixed  for  the  region,  two-thirds  of  such  excess  shall  go  to 
the  Government.  While  this  plan  does  not  contemplate  a  positive 
guarantee  of  any  fixed  amount,  it  would  afiford  a  definite  guide  or 
measure  and  would  in  my  opinion  be  a  decided  improvement  upon 
the  methods  of  the  past.  He  suggests  that  6  per  cent,  be  the 
fix^d  rate  of  return  upon  the  value  of  the  property  as  shown  by 
the  book  investment  account  of  road  and  equipment.  While  I 
recognize  that  the  rate  of  return  to  be  allowed,  the  manner  of 
ascertaining  the  value  of  the  property,  and  the  disposition  of 
so-called  excess  earnings  may  well  be  matters  for  discussion,  I 
think  there  can  be  no  difference  of  opinion  concerning  the  sound- 
ness of  the  principle  underlying  his  recommendation,  and  I  firmly 
-believe  that  no  less  a  rate  of  return  than  6  per  cent,  upon  no  less 
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an  amount  than  the  combined  book  property  investment  account 
of  all  the  railroads  taken  as  a  whole,  will  be  sufficient  to  establish 
and  sustain  the  credit  of  the  Carriers.  My  own  study  of  the 
problem  leads  me  to  the  conclusion  that  a  rate  of  return  of  6^^ 
per  cent,  upon  the  combined  property  investment  account  of  all 
the  railroads  is  not  too  large,  and  a  rate  of  6  per  cent.,  I  fear, 
may  prove  to  be  too  small,  and  it  may  be  fairly  said  that  the  suc- 
cess or  failure  of  private  ownership  of  the  railroads  as  an  eco- 
nomic policy,  rests  upon  the  wise  and  correct  determination  of 
this  particular  phase  of  the  problem.  When  we  say  that  the  net 
operating  income  of  a  railroad  is  equal  to  6  per  cent,  upon  its 
property  investment  or  invested  capital,  it  must  not  be  assumed 
that  the  whole  of  that  amount  is  available  for  interest  and  divi- 
dends, because  experience  has  shown  that  not  less  than  per 
cent,  upon  invested  capital,  and  preferably  more,  must  be  spent 
each  year  by  public  utilities  such  as  railroads,  for  additions  and 
improvements  which  do  not  increase  the  earning  capacity  of  the 
property,  and  inasmuch  as  such  expenditures  must  be  made  and 
cannot  be  charged  to  operating  expenses,  they  must  either  be  paid 
for  out  of  operating  income  or  else  be  capitalized,  and  the  latter 
course  woald  mean  ultimate  financial  disaster.  It  is  for  this 
reason  that  I  doubt  whether  a  return  of  6  per  cent,  upon  prop- 
erty investment — which  would  really  mean  not  more  than  5^ 
per  cent,  for  interest  and  dividends — would  be  sufficient  to 
properly  sustain  credit  through  a  series  of  years. 

In  the  application  of  such  a  plan  as  the  Security-holders  sug- 
gest, it  should  be  kept  in  mind  that  in  no  event  would  any  indi- 
vidual Carrier  receive  excessive  returns,  because  of  the  partici- 
pation of  the  Government  in  all  earnings  in  excess  of  a  fixed 
amount ;  the  excess  earnings  so  accruing  to  the  Government 
should  be  used  in  such  manner  as  would  best  serve  the  public 
interest. 

All  are  seemingly  willing  that  railroads  should  be  permitted 
in  the  public  interest  to  pay  a  fair  return  upon  the  fair  value  of 
their  property  devoted  to  the  public  use,  but  I  am  convinced  that 
it  has  now  become  necessary  that  someone  speaking  with  author- 
ity should  say  definitely  what  is  a  fair  rate  of  return  and  upon 
what  definite  amount.   Congress  undoubtedly  has  authority  to  fix 
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the  rate  of  return  on  property  devoted  to  the  pubHc  use,  and 
until  some  fairer  or  more  accurate  basis  is  found  for  determining 
the  value  of  the  railroad  properties  so  used,  I  respectfully  sub- 
mit that  the  book  investment  accounts  of  the  Carriers  as  a 
whole  afford  the  best  evidence  of  such  value. 

As  bearing  directly  upon  this  phase  of  the  general  problem, 
the  Interstate  Commerce  Commission  in  1914  unanimously  found 
that  a  return  of  5.36  per  cent,  upon  the  combined  book  investment 
in  road  and  equipment  of  the  thirty-eight  railroads  involved  in 
the  Five  Per  Cent.  Rate  Case  was  lower  than  was  justified  either 
in  the  public  interest  or  in  the  interest  of  the  Carriers,  and  upon 
that  basis  authorized  the  Carriers  to  advance  their  rates.  At  that 
time  interest  rates  were  upon  the  average  about  one-fifth  lower 
than  they  are  today,  or  are  likely  to  be  in  the  immediate  future, 
and  if  5.36  per  cent,  was  too  low  then,  6  per  cent,  now  would 
seem  not  too  high  when  applied  to  the  same  basic  account.  While 
the  Commission  was  careful  to  say  in  connection  with  this  de- 
cision that  its  use  of  the  book  property  investment  account 
should  not  be  construed  as  an  endorsement  on  its  part  of  the  cor- 
rectness of  such  account,  it  did,  nevertheless,  recognize  the  fact 
that  even  upon  that  amount  a  return  of  5.36  per  cent,  was  too  low. 

Under  such  a  plan  as  I  am  discussing,  it  would  of  course  be 
the  duty  of  the  Interstate  Commerce  Commission  or  some  other 
agent  of  Congress  to  see  that  an  adequate  rate  structure  was 
established  and  maintained,  and  in  that  connection  it  would  be  a 
mistake,  I  beHeve,  to  minimize  the  difficulties  growing  out  of  our 
present  dual  system  of  rate  regulation.  It  seems  clear  that  Con- 
gress has  ample  authority  to  deal  with  this  matter  if  it  chooses 
to  do  so.  I  am  in  favor  of  leaving  the  States  as  free  as  possible 
to  deal  with  all  matters  affecting  transportation,  subject  only  and 
always  to  the  one  qualification  that  they  shall  not  seek  or  be  per- 
mitted in  the  interest  of  any  particular  State  to  place  an  undue 
burden  upon  the  commerce  of  all  the  other  States. 

Railway  Labor  and  Its  Compensation 

The  labor  phase  of  the  railroad  problem  is  indeed  most  im- 
portant, as  has  already  been  pointed  out,  but,  as  has  been  shown  by 
Mr.  Garretson,  it  is  a  common  factor  to  be  dealt  with  under  any 
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form  of  control  or  operation.  Clearly  it  is  in  the  public  interest 
that  those  who  man  the  trains  and  engines  or  whose  duties  are  in 
any  way  related  to  the  safe  and  proper  operation  of  the  roads, 
should  be  a  selected  and  reliable  class  of  men,  and  it  is  also  in 
the  public  interest  that  they  should  be  well  paid  and  provided  with 
safe  and  suitable  working  conditions,  and  further,  after  they  have 
become  incapacitated  for  the  more  exacting  duties  of  the  railroad 
service,  they  should  be  provided  if  possible  either  with  work  more 
suitable  to  their  physical  condition,  or  with  a  pension  or  annuity 
based  upon  their  average  earnings  over  a  period  of  years,  and 
the  expense  incident  to  this  reasonable  arrangement  should  be 
included  in  the  cost  of  the  service  rendered  to  the  public. 

When  questions  arise  concerning  wages  or  working  condi- 
tions, involving  matters  that  cannot  be  settled  directly  between 
the  ofiFicers  and  the  employes,  it  would  seem  not  unreasonable  nor 
unfair  to  provide  by  law  that  the  questions  in  dispute  should  be 
submitted  to  some  impartial  body  selected  to  deal  with  such 
matters.  The  controversy  should  be  promptly  investigated  and 
the  facts  made  known  to  the  pviblic.  and  then  if  the  parties  fail 
to  reach  an  understanding,  there  should  be  a  certain  period,  per- 
haps thirty  days,  during  which  it  should  be  unlawful  to  bring 
about  either  a  lockout  or  a  strike,  the  eflfect  of  which  might  impair 
the  regularity  of  the  train  service.  I  am  opposed  to  so-called 
compulsory  arbitration.  I  do  believe,  however,  that  in  the  case 
of  the  great  transportation  companies  where  the  service  is  af- 
fected with  a  public  interest,  that  the  freedom  of  labor  as  well  as 
the  freedom  of  the  capital  employed  in  such  undertakings  may 
be  fairly  subjected  to  certain  limitations.  The  so-called  New- 
lands  Act,  designed  to  deal  with  such  questions,  has  not  in  my 
opinion  wholly  fulfilled  the  expectations  of  the  framers  of  the  act. 

I  am  not  in  favor  of  such  a  division  of  excess  profits  with 
labor  as  Mr.  Warfield  suggests,  because  such  a  plan  in  my  opinion 
would  be  extremely  difficult  of  fair  application  and  does  not  rest 
upon  the  right  principle.  I  believe  thoroughly  in  good  wages,  and 
if  a  man  does  work  of  imusual  value  he  should  receive  unusual 
reward,  but  the  two  should  go  together,  and  that  would  not  neces- 
sarily follow  under  Mr.  Warfield's  plan.  I  agree  fully  with  the 
idea  advanced  by  Mr.  Plumb  on  behalf  of  the  Four  Brotherhoods  - 
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that  the  best  results  will  be  obtained  when  men  are  actuated  by 
hope  of  reward,  and  not  by  fear  of  punishment,  and  in  no  line  of 
gainful  endeavor  has  there  been  greater  opportunity  for  advance- 
ment and  reward  than  in  the  railroad  service.  Private  ownership 
will  preserve  the  conditions  which  have  made  such  advancement 
possible.  Hundreds  of  boys  have  entered  the  railroad  service  at 
the  very  bottom  of  the  ladder,  and  without  wealth  or  influence 
have  risen  by  virtue  of  personal  application,  skill  and  merit  to 
positions  of  prominence,  influence  and  honor,  and  while,  because 
of  the  semi-public  character  of  the  service,  railroad  officers  have 
not  the  same  opportunities  to  acquire  wealth  that  are  offered  in 
other  lines  of  endeavor,  the  opportunity  which  such  a  career  has 
offered  in  the  past  for  constructive  service  has  made  railroading, 
as  a  career,  attractive.  The  very  great  majority  of  the  railroad 
officers  today  from  the  lowest  to  the  highest  have  reached  their 
present  positions  through  well  established  lines  of  promotion  and 
because  they  were  believed  to  be  fitted  for  the  enlarged  responsi- 
bilities placed  upon  them.  Having  entered  the  railroad  service 
as  an  unskilled  laborer  when  only  eighteen  years  old,  I  have  seen 
and  known  the  things  of  which  I  speak.  Private  ownership  and 
operation  will  preserve  and  enlarge  the  opportunities  to  which  I 
have  referred.  Government  ownership  and  operation,  in  my 
opinion,  would  in  a  large  degree  destroy  them. 

Good  Features  of  Present  Control  Can  Be  Retained 

Director  General  McAdoo  in  his  very  interesting  report  re- 
ferred specifically  to  a  number  of  different  reforms  which  he  rec- 
ommended be  continued  under  whatever  form  of  control  might 
ultimately  be  decided  upon.  I  agree  fully  with  his  recommenda- 
tions in  that  connection  with  two  or  possibly  three  exceptions. 
The  exceptions  in  mind  are,  in  my  opinion,  of  somewhat  doubtful 
value,  but  even  so  I  would  favor  giving  them  careful  considera- 
tion. I  am  opposed,  however,  to  the  five  year  extension  of  the 
period  of  Federal  control,  recommended  by  the  Director  General, 
because  I  believe  that  if  such  extension  is  granted,  by  the  end 
of  that  period  it  would  be  practically  impossible  to  restore  the 
roads  to  the  owners,  and  Government  ownership  would  be  the 
only  alternative,  and  I  am  opposed  to  the  policy  of  Government 
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ownership  and  operation  of  the  railroads.  Director  General 
Hines  has  stated  to  this  Committee  that,  "In  itself  continued 
Government  operation  of  the  railroads  is  not  necessary  for  the 
rendition  of  the  public  service,  and  will  be  increasingly  difficult 
and  therefore  on  its  own  merits  as  a  separate  executive  proposi- 
tion ought  to  be  discontinued  promptly  unless  there  can  be  an 
extension  which  will  remove  the  difficulties."  The  occasion  which 
justified  the  taking  over  of  the  railroads  having  passed,  it  is  now, 
so  it  seems  to  me,  the  clear  and  peremptory  duty  of  the  Govern- 
ment to  restore,  as  soon  as  may  be,  the  properties  so  taken,  to 
the  rightful  owners.  This  should  be  done  as  soon  as  Congress 
can  provide,  by  suitable  legislation,  for  the  relinquishment  of 
Federal  control.  In  the  meantime  it  is  certainly  the  moral  duty 
of  the  Government  to  protect  the  property  from  unnecessary 
harm  or  disarrangement,  in  order  that  it  may  be  restored  in  "As 
good  repair  and  in  substantially  as  complete  equipment  as  it  was 
in  at  the  beginning  of  Federal  control." 

Recommendations  of  Railway  Brotherhoods 

I  have  carefully  considered  the  plan  submitted  by  Mr. 
Plumb  on  behalf  of  the  Four  Brotherhoods.  Aside  from  the  fact 
that  I  believe  his  conclusions  are  erroneous  concerning  the  possi- 
ble savings  to  be  effected  in  cost  of  capital,  it  seems  to  me  that 
his  plan  has  all  the  objections  which  in  my  mind  are  associated 
with  Government  ownership  and  operation.  He  proposes  that 
the  Government  should  furnish  the  facilities  and  capital  needed, 
and  that  the  railroad  officers  and  employes  should  operate  the 
properties,  and,  having  a  two-thirds  majority  of  the  Board  of 
Directors,  they  would  evidently  be  in  position  to  manage  the 
properties  as  they  might  elect,  and  while  I  have  no  doubt  it 
would  be  their  honest  purpose  to  operate  the  roads  efficiently,  I 
simply  do  not  believe  that  efficient  operation  would  be  possible 
uT  probable  under  the  plan  they  propose.  • 

Frequent  references  have  been  made  during  the  progress  of 
this  hearing  to  the  large  annual  saving  in  cost  of  capital  which 
could  be  effected  if  the  railroads  were  owned  or  at  least  financed 
by  the  Government,  and  it  has  been  suggested  that  the  Govern- 
ment could  obtain  the  necessary  capital  at  four  and  one-half  per 
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cent.  1  venture  in  this  connection  to  call  the  attention  of  the 
Committee  to  the  statistical  statement  submitted  by  Commis- 
sioner Clark.  It  will  be  observed  that  the  operating  revenues  and 
the  of>erating  income  of  the  railroads  during  the  year  ended 
June  30,  1916,  were  the  largest  of  record.  The  operating  income 
of  that  year,  at  $1,043,839,822,  was  equal  to  5.9  per  cent,  upon 
the  book  property  investment  as  reported  to  the  Interstate  Com- 
merce Commission,  and  was  substantially  the  same  rate  of  return 
upon  property  investment  that  is  recommended  in  the  Security- 
holders' plan ;  but  the  amount  paid  out  for  interest  and  dividends 
during  the  same  year,  at  $816,643,910,  was  only  4.6  per  cent, 
upon  the  book  property  investment  account.  The  difference  be- 
tween the  amount  earned  and  the  amount  distributed  in  interest 
and  dividends,  equal  to  $227,195,912  or  1.2  per  cent,  upon  the 
property  investment,  was  reported  as  surplus  and  undoubtedly 
Vvas  used  in  large  measure  to  meet  expenditures  of  the  character 
which  I  have  already  suggested  should  be  paid  for  out  of  operat- 
ing income.  During  the  same  year  it  also  appears  that  upon  the 
total  funded  debt  of  all  the  railroads,  aggregating  $10,938,086,453, 
interest  payments  amounting  to  $474,534,514  were  made,  equal 
however  to  only  4.34  per  cent.  It  appears,  therefore,  that  nearly 
? 11,000,000,000  of  the  existing  railroad  capital  received  less 
than  4.5  per  cent.,  and  clearly  there  could  be  no  immediate  saving 
by  Government  purchase  or  otherwise,  upon  that  portion  of  the 
existing  capitalization.  Railroad  credit  under  wise  governmental 
regulation  should  be  second  only  to  the  credit  of  the  Government, 
and  as  it  falls  below  that  standard,  to  that  same  extent  does  it 
reflect  adversely  upon  the  wisdom  and  operation  of  our  scheme 
of  regulation. 

Minimum  Constructive  Program 

If  Congress,  as  a  minimum  program: 

1.  Will  provide  a  definite  and  workable  rule  for  rate- 
making  as  related  to  capital,  by  fixing  an  adequate  per- 
centage ratio  of  railway  operating  income  to  the  com- 
bined property  investment  account  of  the  railroads  as  a 
whole,  along  general  lines  such  as  I  have  discussed;  and 

2.  Will  affirmatively  authorize  the  railroads  to  com- 
bine their  properties  and  operations,  subject  to  govern- 
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mental  approval,  as  and  when  shown  to  be  desirable  in  the 
public  interest;  and 

'  . ,  3.  Will  affirmatively  authorize  the  carriers  to  issue 

securities  for  construction,  equipment,  enlargement  of 
their  properties,  and  for  the  refunding  of  obligations,  sub- 
ject to  exclusive  supervision  of  the  Federal  Commission; 
and 

4.  Will  provide  for  the  extension,  for  a  reasonable 
period,  of  the  indebtedness  of  the  Carriers  to  the  United 
States  for  advances  and  loans  made  by  any  governmental 
agency  during  Federal  control ;  and 

■  5.  In  addition  thereto,  will  either  create  the  new  agen- 

cies which  have  been  suggested,  or  enlarge  and  extend  the 
existing  regulating  agencies  so  that  matters  requiring  gov- 
ernmental deterrhination  may  be  promptly  disjxjsed  of ; 

Congress  will  then  have  dealt  with  the  matters  fundamentally 
essential  at  this  time.  With  such  legislation,  I  believe  that  the 
difficulties  which  have  confronted  private  ownership  and  opera- 
tion of  the  i-ailroads  in  the  past  will  be  very  greatly  reduced  if 
not  entirely  eliminated,  that  the  railroad  credit  will  be  re-estab- 
lished and  that  the  public  will  be  provided  with  ample  transporta- 
tion facilities  at  reasonable  rates  and  at  lower  rates  than  they 
would  be  required  to  pay  under  Government  ownership  or  control. 
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